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FINANCIAL STATEMENT 
N A C M BLANKS 


Have Been Revised to Meet 


MODERN CREDIT REQUIREMENTS 


Mu au Writing, intendmy 0. 
[PLEASE ANSWiw ..- .-— 


ASSETS | 
Cash (on Hand and in eet 


Accounts Receivable. SSS 
es | 











Merchandise not on consignment or conditional 
sale (How valued: at cost [J or “at cost or market, 
whichever is lower” [) 


Other current assets (describe) : 


TOTAL CURRENT ASSETS_____ | 


Land and buildings (present depreciated value)__|__]. 
Machinery, fixtures and other equipme-- 
(present depreciated value) 
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... a.soSRTED, WRITE WORD “NONE”J 
LIABILITIES 














Dollars 











Accounts payable for merchandise, etc, past due_ al 
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Acceptances and notes payable for merchandise_ ———— 

Owing to finance companies, banks, or others_—_||___ 
(Secured by $ of accounts pledged, 


assigned or sold) 
(Secured by $ of notes or accept- 
(Secured by $ 








ances pledged or assigned) 
of merchandise in- 
ventory pledged or assigned) 
| Notes to banks (without security) __||___ 
|| Payable to partners, officers, directors, or 
stockholders 


SE eS 
|| Taxes, interest, rental, payrolls, etc., accrued__||__ 


Unpaid city and/or state sales taxes, accrued_— 
,|| Other current liabilities (describe): 
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(Amount Sold or Pledged $___9_) How Much Past Due 
Notes and Trade Acceptances Receivable eaeintlicstiinininatal Reserve for Bad Accounts 
(Amount Sold ot Pledged $___________) 


How Much Sold or Pledged 
How Merchandise Is Valued 


AreLand, Buildings, Machinery, Equip- 
ment Figured on Proper Depreciated 
Value 


| 

_A Complete View of the Assets 
— 
—¢ 


The Whole Story on Liabilities 


Are Accounts Payable Current 

Do They Pay by Notes or Acceptances 
Do They Sell Their Accounts 

Do They Pledge Their Merchandise 
Can They Borrow Without Security 


Do They Figure Taxes as a Definite 
Liability 


Insurance Protection Carried 


Is The Net Worth on Which You Base 
Your Credit Premium Backed by 


Proper Insurance Protection 


You will find a NACM Financial Statement Blank 
to Fit Every Class of Trade 


(Let us send you a Complete Book of Samples.) 


One Park Avenue, New York, N. Y. 





























AND FINANCIAL MANAGEMENT 


Contents for August, 1941, | 


Rocketing Costs (Editorial) ...0.0.00.00..000.00.0.cccccccee. Henry H. Heimann................ 2 
New Use of the Credit Card...........0...0.00.cccccccceee. Leon Rosenbaumi........................ 4 
S Commercial Credit Analysis — No. 4........0.0000000... Edward F. Gee..............0..0..c0cc0000. 7 
d Pledging of Accounts Receivable............................ Henry Freeb@y..............00.......: 11 
“Freezing Control” Hits Domestic Trade..............7. S. Browmt...........00.0000.0ccceccceees 14 
Management Plasticity Important...............0.......... 0 Mie MOTs da ctincccn cssin sn 16 
It’s a Credit to Be a Credit Man.........0.0.00000000000.... R. Wm. Pébepedt...................... 18 
Financial Statements for the Imvestor....................0.0.0c0cccccccscssececesestscseescacecesssceceeseees 20 y 
asi alesse ctuibinenduvsnnitascaion Dr. Harley'L. Lutz.................... 26 
Latin-American Survey....................cccccccscceseseeseeees Kenneth H.Campbell.............. 30 
Be ee I I os ccs cn ccsnceneninsnesinieaevesabeasiabenneipeiaibidseletiaie ce! 31 
News About Credit Matters. ......0.................ccccccccccccccccecccececseeceeeeees satin 34, 35, 36 
' ni sss cnireadasnadeeedonincesncblstindambatociiatons aUioa 39, 40 
Survey of Trends in Manufacturers’ and Wholesalers’ Activities 
Cover: Photograph by Frank Howell, New York City. 
e 
Official Publication of the National Association of Credit Men 
One Park Avenue, New York, N. Y. 1309 Noble Street, Philadelphia, Pa. 
r Richard G. Tobin Paul Haase Clifford T. Rogers 
vy Editor and Manager Associate Editor Advertising Manager 
ESTABLISHED 1898 VOLUME 43, No. 8 


fifth of each month b: bem i Feeionns Association of Credit Men, be ¥ S Philad , 
Published - the —_ ws BS Noble Street, elphia, 


ennsylvania. Entered as 22, 1933, - the Post Office 

Be oe Aaron ectoat losin Poa is "ihc Reco tater Se ese 
Natio ation en ation: 

goeigees: ap . ble only for official Association statements and announcements printed 





Recheting Costs 


This session of Congress has appropriated 33 billion 
\ dollars. That is equal to $1,100 for every U. S. family. 

This 33 billion dollar sum, which is 14 billion greater 
than any previous session’s appropriations, won’t be spent 
entirely this year. Believe it or not, there is a limit to 
spending. 33 billions can be appropriated by one session 
but they can’t actually be spent within a similar period. 
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How are we to balance these appropriations? Partly 
by higher income and excise taxes—but only partly. For 
the rest we are going further into debt through bond issues. 


There is, however, one added way to meet these defense- 
stimulated appropriations: by reduction of non-defense 
spending. Sad to relate, then, is the fact that this Congress 
actually increased non-defense items by 90 millions over 
a year ago. 


The total of non-defense appropriations must, on the 
contrary, be reduced wherever possible; an increase during 
this emergency period cannot be justified. 


A look at the spending and debt record is not at all en- 
couraging. In the 1941 fiscal year our governmental units 
—federal, state and local—are spending 23 billions. In 
1914 they spent about 3 billions annually. In ’41 their 
combined debts were approximately 70 billions. In 14 
they owed only a little over 6 billions. 


There is no defense for non-defense increases! 


Our people are being asked to sacrifice for national de- 
fense. Our representatives in Congress should do no less. 
Non-defense expenditures are the place to cut. Now is 
the time. 


Henry H. Heimann, Executive Manager, N.A.C.M. 
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Well, here it is another week— 
end and I’m not a General 
yet. But give me time. 


Matter of fact, I have 
too much time on my hands—on 
evenings and weekends. " 


The nearest village is 5 ’ 
miles away. All you find there 
is a general store, a garage 
and a canning factory—nowhere 
to go for any good clean fun, 
unless you drop in at a smoke— 
filled juke joint on the way. 


Well, Mom, there’s a big fa- 
vor you can do me. The U. S. Q. 
is trying to raise $10,765,000 
to run clubs for us, outside 
of camp. Places with lounge 
rooms, dance floors, games, 
writing rooms. Places you. can 
get a bite to eat without pay-— 
ing a king’s ranson. | 


I know you don’t have an oo 
idle million lying around, but 
if you could get the family ' 
interested and some of the 
neighbors, and if that hap— 
pened all over the country, 
the U. S. 0. could raise 
$10,765,000 overnight. 


I’d appreciate it a lot, 
Mom, and so would every other 
mother’s son in the U 
Army and Navy. 

Love, 


They're doing their bit for you. Will you do 
your bit for them? Send your contribution to 
your local U.S. O. Committee or to U.S.O., 
Empire State Building, New York, N.Y. 


oy ri f Hil 


OPEN YOUR HEART 
OPEN YOUR PURSE 


GIVE TO THE 
UNITED SERVICE ORGANIZATIONS 


: ' * * 
Community Service, Salvation Army, Y.W.C.A., Jewish Welfare Board, Nat'l Travelers Aid Assn. 









These organizations have joined forces to form the U.S. O.: the Y. M. C. A., National Catholic 


This space donated by THE HOME INSURANCE COMPANY NEW YORK, Fire, Automobile, Marine Insurance 
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A New Use of Credit Card 


Building Material House Finds It Speeds Deliveries 


having been used extensively by 
oil companies, and in one form or 
another by other retail service or- 
ganizations for consumer purchases. 
The Consolidated Rock Products Co. 
is believed to be the first in the build- 
ing and construction material indus- 
try to adopt the credit card, marking 
an interesting and distinctly new de- 
velopment in the field of credit serv- 
ice. 

It was primarily as a means of 
breaking the service bottleneck that 
the Consolidated Rock Products Co., 
operating a network of plants and 
branch yards in Southern California 
for production and distribution of 
sand, gravel, cement and other types 
of building materials, recently decided 
to use credit cards as a convenience 
to customers in the trading area. 

Study of prior experience with the 
credit card revealed the possibilities of 
adapting it in a building material or- 
ganization maintaining branch plants 
and service conveniences. Heretofore 
it has been used largely by oil com- 
panies with numerous service outlets 
located in a far flung territory, a fact 
that has added to the difficulty of ef- 
fecting the necessary credit control. 
The Consolidated Rock Products Co. 
maintains eighteen branch plants and 
bunkers throughout Southern Califor- 
nia, all of them in relatively close 
proximity to the main office in Los 
Angeles, which in itself has greatly 
simplified control over uses, and pos- 
sible misuses of the credit card. 





= The credit card idea is not new, 
iV} 


Short Test Satisfactory 


AS the credit card practice was in- 

troduced by my firm at the begin- 
ning of 1941, it is too early to draw 
more than general conclusions as to 
its effectiveness and as to the future 
possibilities. In this brief period of 
time it has, however, proven highly 
satisfactory in every respect. Par- 
ticularly has it been effective with re- 
spect to the speeding up of customer 
service. The holder of a credit card 
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By LEON ROSENBAUM 


Credit Manager, Consolidated Rock 
Products Co., Los Angeles, 
California 


can get service at any of our branch 
locations with a minimum of delay 
such as would ordinarily be necessi- 
tated by checking his credit standing. 
For the manager of the branch plant 





it has eliminated some detail con- 
nected with checking up of the custo- 
mer’s credit record at the company’s 
credit department at the time of mak- 
ing a sale. In addition to delays, the 
frequent credit check-ups also in- 
volved extra expense. 

Customers privileged to use the 
credit card appreciate the convenience 
of purchasing building materials at any 
of our locations with the assurance of 
receiving equally prompt and other- 
wise satisfactory service. To the 
building contractor it is a matter of 
special importance to be able to buy 
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his materials at a point nearest to the 
job he is then working on. Such 
convenience means short truck hauls. 
It means getting the material to his 
job quickly and making maximum use 
of his trucking facilities without un- 
necessary time lags. 

From the standpoint of efficient 
branch yard operation there have also 
been definite advantages. More cus- 
tomers can be served in a given time 
because of the elimination of conges- 
tion due to delay in checking custo- 
mers’ credit. Just as soon as the 
truck is loaded with materials it is 
ready to leave the premises, making 
way for others. This is a most de- 
cided advantage during peak service 
periods. Since customers are fre- 
quently engaged on rush jobs, many 
of them related to national defense, 
the element of quick service is very 
important. 


. Customers Appreciate Service. 


HAT the special service conven- 

ience is greatly appreciated is in- 
dicated by the requests we have re- 
ceived from building contractors for 
such credit card privileges. This, in- 
cidentally, has introduced a problem, 
since as a matter of credit policy the 


‘number of credit cards issued has 


necessarily been limited to Class A 
accounts. Although we fully appreci- 
ate that the credit card has also ex- 
cellent good-will and publicity value, 
we nevertheless realize that the idea 
is still in the experimental stage. 
Therefore we have not needlessly en- 
couraged its use except by our better 
class of accounts with good credit 
standing. We have been especially 
careful not to go out on a limb by in- 
viting its use by accounts of question- 
able credit standing. 

Nothing has been consciously done 
to create the impression among our 
customers that granting of credit priv- 
ileges automatically entitles to posses- 
sion of a credit card. It is merely an 
added service convenience accorded 
to certain of our accounts. To avoid 
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any possible misunderstanding on this 
point we have especially cautioned 
salesmen not to try to “sell” the 
credit card idea to their customers and 
prospects. 

Furthermore, partly because of the 
experimental character of the practice, 
and partly to view of the possibility of 
misuse, we have found it necessary 
to set up a separate control in addi- 
tion to that normally maintained in 
the credit department. 

The credit card was originally is- 
sued to each of approximately a thou- 
sand choice accounts on our books, 
these having been selected on the 
basis of previous credit experience 
over a reasonable period of time. As 
an added safeguard, we adopted the 
practice of issuing the card for a 
period of only three months, subject 
to renewal for additional quarterly 
periods. The expiration date is 
printed plainly on the face of the card, 
along with name and address of the 
customer, and his credit card number. 
For the purpose of identification, the 
customer is also required to sign his 
name on the face side. 


Terms Quite Explicit 


TTENTION is directed particu- 
larly to the terms and conditions 
printed on the reverse side of the card. 
To avoid any possible misunderstand- 
ing, the terms have been made very 
explicit, the wording being as follows: 
“The person to whom this credit 
card is issued is authorized to obtain 
material from any branch of Consoli- 
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dated Rock Products Co., said ma- 
terial to be paid for in full on or be- 
fore the 10th of the month following 
date of purchase. 

“The card is valid only during the 
brief period shown thereon and should 
be signed in ink immediately upon re- 
ceipt. This card may be cancelled and 
further deliveries withheld should 
Consolidated Rock Products Co., in 
their judgment deem such action ad- 
visable. Upon such advice customer 
agrees to immediately return this 
card to the General Office of Consoli- 
dated Rock Products Co. at Los An- 
geles.” 

Further provision is made covering 
loss or fraudulent use of the card, as 
follows : 

“Should customer permit any 
other person to have this card, said 
customer promises and agrees to be 
financially responsible for any pur- 
chases made by such person. In the 
event of loss of this card customer 
should immediately notify Consoli- 
dated Rock Products Co., otherwise it 
will be assumed that the holder of 
this card has customer’s authority for 
its use. Notify Consolidated Rock 
Products Co. IMMEDIATELY of 
any change of your address. 

“The acceptance of this card by the 
holder constitutes his full acknowl- 
edgment and acceptance of the fore- 
going conditions.” 

It is interesting to note in this con- 
nection that in a number of instances 
it has been necessary to supply a cus- 
tomer with several credit cards for use 
by his employees. This, however, is 


One of the Consolidated Rock Products Company’s Plants Near Los Angeles 
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done only when the customer specific- 
ally requests it, fully realizing the 
risks which this practice involves. In 
fact, when mailing the quarterly cards 
to the list of selected customers the 
possibility of effecting such an ar- 
rangement is suggested. 


Some Decline Cards 


ig might also be added that in only 

a few cases have customers de- 
clined to accept credit cards. These 
are usually highly reliable firms that 
prefer to use their own purchase or- 
der forms which are essential parts 
of the office control. Branch plant 
employees are properly informed of 
such cases so there should be no de- 
lay whatsoever in giving them service. 

There are several special points of 
interest about the credit card and the 
method of presenting it to the custo- 
mer. First, the card is compact 
enough to fit into a billfold, together 
with a driver’s license. It is in the 
form of a folder, the inside bearing a 
map of Southern California showing 
the location of our branch plants and 
offices. Printed on fine stock, with a 
lithographed reproduction in color of 
one of our trucks, the card is protect- 
ed by a cellophane covering. 

For mailing to a customer the card 
is inserted in a folder the size of a 
greeting card. The folder contains a 
list of our locations, a description of 
our products, and a brief message de- 
scribing the service. It emphasizes 
the added convenience of making 
pick-ups of building materials at any 
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Business Name 




























FULL NAME OF PRINCIPALS__ snpiinicipatnipaicts 
Business Aporess = 
RESIDENCE ADDRESS. one 


ForRMER ADoDRESS____ a — 


NAME 


awpy = 
' 
! 
| 
| 
| 


BANK WITH - el 


Do You Own Rear Estate? VaLue_ 





How LONG IN BUSINESS FOR YOURSELF. 





ESTIMATED MONTHLY CREDIT REQUIREMENTS 





Do You CarRRY WORKMEN'S COMPENSATION 
AND PuBLIC LIABILITY INSURANCE? 











(THIS APPLICATION MUST BE CO 


CONSOLIDATED RO 


NAME OF FiRM 
Business Aopress 
PRINCIPALS. 





_ REPORT OF REFERENCES 


TRADE REFERENCE 


NAMES OF FOUR FIRMS WITH WHOM YOU HAVE ESTABLISHED CREDIT 


aI cc tcnntin~ntrsigeneiminaaant 


LOS ANGELES 
OFFICE RECORD OF CREDIT CARD 


CONSOLIDATED ROCK PRODUCTS CO. 
LOS ANGELES 
APPLICATION FOR CREDIT CARD 


recites ng emtninetiineteanney 


a ee 














a CONTRACTOR'S LICENSE No. — iitnrenniie 
—KWD OF CONTRACTOR __ 


How LONG AT PRESENT ADoDRESS_______ 


ADDRESS 


CHECKING 0 
KIND OF AccT.4savincs (© 
LOAN oO 


ENCUMBRANCES. 





—— “SIGNATURE 
MPLETELY FILLED OUT IN INK) 


Note Completeness of Information Given in Application 
Form Which Is Filed to Obtain Credit Card. 





CK PRODUCTS CO. | CREDIT CARD NO | 
Dare ASSESS 
SALESMAN _ 
sie .PHONE No 
License No. 
a —._.KIND oF CONTRACTOR__ 

















| __ RECORD OF PURCHASES 
[sees _amount | PAID 



















































TRADE REFERENCE 





TRADE REFERENCE 








TRADE REFERENCE 








BANK REFERENCE 





CREOIT APPROVED 


(Show Name — Not Number) 








Name of Customer 





of our branches “nearest to your job” 
without loss of time. Attention is 
also called to the expiration date of 
the quarterly period specifying the 
date when a new card will be sent for 
the next quarter. 
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CODE } ca g 
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Bunker or Plant. 





Credit Card No. 











The Office Record Card Gives Complete Information 
of Credit Record and Purchases. 


REPORT OF CREDIT CARD SALES 


— 


es 


Ticket No. Quantity of Material 


THIS FORM MusT BE SENT DIRECT TO CREDIT DEPT. EACH DAY 
NORE CSRS IE SE 


' Daily Report Sheet by Branch Yards Keeps Credit Dept. 
Posted on Credit Card Sales. 


During the first quarter many 
availed themselves of the service. 
From many standpoints the experi- 
ment was a success. It is well to 
note that practically all of the thou- 
sand credit cards were renewed for a 


second quarter. However, a number 
of things have been ironed out, de- 
tails connected with analysis of credit 
card sales, the effecting of close co- 
operation with branch yards regard- 
ing the proper handling of such sales, 
handling of applications for credit 
cards, and the like. It has been nec- 
essary to design special forms to ef- 
fect the closest possible control. 


Master Record of Each Card 


a IRST, a master office record is 
kept for each credit card. The in- 
formation noted on this card is very 


ANNOUNCING A NEW SERVICE 
TO OUR CUSTOMERS 





Credit Cards Are Mailed in 
Attractive Folder. 


complete, including also the credit 
card number, name and address of 
the firm, kind of contracting business, 
name of our salesman contacting 
them, and so forth. It has space for 
noting trade references and coded 
credit information, and monthly pur- 
chases. This record provides a handy 
medium for checking the advisability 
of renewing the credit card at the ex- 


Your CONSOLIDATED CREDIT CARD 
APRIL TO JUNE 


We hope you have found the credit card which expires 
March 31st a convenient means of making pick-ups at 
our branches. 


The purpose of the credit card is to facilitate identification 
and avoid delay, thus making it easy for you to use our 
branch nearest to your job. 


Please sign the card, carry it with you and use it at any 
of our branches or plants. If there are others in your 
organization who should have one, write us or call us and 
the necessary arrangements will be made. 


ConsoLipaTeD Rock Propucts Co. 
This Form Is Used for Sending 
Out New Cards. 


piration of each quarterly period, as 
well as for general analysis of the 
operation of the credit card plan. 
For day to day control we have 
designed a special form known as 
“Report of Credit Card Sales.” Each 
branch or plant is required to send 
in this report at the end of each day, 
noting thereon the name of each cus- 
tomer making such purchases, in each 
instance the credit card number and 
sales ticket number, along with the 
quantity of material (cont. on p. 37) 
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As the net excess of current as- 
sets over current liabilities, work- 
wv ing capital represents the dollar 
margin of current asset protection 
that is available to current creditors 
at the date of the balance sheet. This 
dollar margin does not necessarily 
vary with the rise and fall of current 
liabilities as it is affected in amount 
in only three ways: 
1. Through an increase or de- 
crease in net worth. 
2. Through an increase or de- 
crease in net non-current assets. 
3. Through an increase or de- 
crease in non-current debt. 

If a special segregation is given to 
reserves and deferred credits on the 
liability side of the balance sheet, then 
increases and decreases in these items 
will increase or decrease working cap- 
ital, respectively, just as it is affected 
by an increase or decrease in net 
worth or non-current debt. 

Net operating gains or losses are 
ordinarily reflected, of course, in in- 
creases or decreases in net worth and 
working capital tends to rise or fall 
by like amounts. However, the net 
operating profit or loss is usually 
stated after write-downs, in effect, of 
certain non-current assets through de- 
preciation, depletion or amortization 
charges. Therefore, working capital 
tends to increase, not only by the 
amount of an operating profit, but also 
by the amount the non-current assets 
are reduced by depreciation and other 
operating charges. Similarly, the ad- 
verse effect of a net operating loss on 
working capital is softened or coun- 
teracted to the extent of these charges. 


Working Capital to Current Debt 


SINCE working capital does not nec- 

essarily vary in amount with the 
rise and fall of current liabilities, the 
margin shown at the balance sheet 
date is likely to approximate the 
amount of ownership capital and long- 
term. creditor capital that will be in- 
vested in current assets throughout 
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Commercial Credit Analysis lV 


Place of Working Capital in Credit Picture 


By EDWARD F. GEE 
Assistant Cashier, State-Planters Bank 
and Trust Co., Richmond, Va. 
the year. The remainder of the funds 
required to carry the necessary cur- 
rent assets will have to be supplied by 
current creditors and it follows that 
the debt created for this purpose 
should be reasonable in relationship 
te the working capital base on the 

strength of which it is built. 

Stated another way, when a bank 
makes a loan to a business it is lending 
along with other creditors against a 
margin of marketable securities. That 
margin is represented by the working 
capital of the business which does not 
necessarily vary in dollar amount with 
the amount of credit extended. There- 
fore, the estimated peak current debt 
of the business during the period in 
which the bank loan will be outstand- 
ing should be related to the amount 
of working capital shown by the bal- 
ance sheet just as the amount of 
a loan against marketable securities is 
related to the margin of securities of- 
fered. The peak current debt of a 
business should not be excessive in 
relation to its dollar working capital 
no more than should an excessive loan 
be granted against a given amount of 
marketable securities. 

The parallel follows to the further 
extent that the relationship of work- 
ing capital to peak current debt in a 
business should be governed by the 
soundness and liquidity of its current 
assets just as the ratio of the margin 
required on a loan against marketable 
securities is determined by the sound- 
ness and liquidity of the securities 
offered. 


Fixed Assets 


ACCOUNTANTS define as fixed 

assets those assets of a relatively 
permanent nature, such as land, build- 
ings, machinery, equipment and fix- 
tures, which are used in the opera- 
tions of the business and are not in- 
tended for sale®. They are usually 


5 Ibid., p. 249. 





carried at cost or at some infrequently 
adjusted appraisal figure, net of re- 
lated reserves for depreciation, and 
the effect of fluctuating price condi- 
tions on their market value from year 
to year is ignored as they are not in- 
tended for sale. Idle land, buildings, 
machinery, etc., are excluded from 
fixed assets as defined because they 
are not used in the operations of the 
business. 

The creditor’s interest in the fixed 
assets of a business is primarily to the 
extent that they are adequate enough 
for its needs over the immediate fu- 
ture, efficient enough to insure a 
strong competitive position on the 
basis of manufacturing cost or mer- 
chandising facilities, and in such phy- 
sical condition as to render unlikely 
an undue drain on operating income 
or existing working capital for exces- 
sive repairs and _ replacements. 
Liquidating value should be a definite- 
ly subordinated consideration in the 
extension of a commercial bank loan. 
As it is frequently pointed out, “in 
some cases of liquidation it happens 
that the fixed assets realize only about 
enough to make up the shrinkage in 
the current assets*.” 

However, the analyst does have a 
real interest in the extent to which the 
valuations placed on fixed assets serve 
to inflate the net worth of the business 
unduly. He relates the net worth 
shown to debt, sales, and other fac- 
tors, both within and without the busi- 
ness in an effort to estimate balance 
sheet strength and the significance of 
these relationships is largely vitiated 
if net worth is unwarrantedly inflated 
by write-ups of plant or other exces- 
sive fixed asset valuations. Review- 
ing the reports of competent profes- 
sional appraisers, if appraisals have 
been made, is reassuring to confidence 
in the integrity of the valuations used. 


HE accounting concept of the prin- 
ciple of making periodical reserve 


© Graham and Meredith, ‘‘The Interpretation of 
Financial Statements” (Harper & Brothers, New 
York, 1937), p. 55. 
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* 
provisions for depreciation against 
fixed assets is that it is a device for 
spreading the cost of these assets over 
the years of their useful life in a more 
or less equitable manner’. Thus the 
cost of a factory machine represents, 
in effect, a deferred charge to the 
operations of the periods which stand 
to benefit by its use. These periodi- 
cal charges are accumulated in a re- 
serve for depreciation rather than ap- 
plied directly as a write-off of the as- 
set in order that the original record 
of cost may be preserved for account- 
ing convenience®. 


However, the amount of the ac- 
cumulated reserve for depreciation 
against fixed assets is regarded by 
some analysts as having more than 
ordinary significance in an appraisal 
of balance sheet proportions. Alex- 
ander Wall has for several years 
stressed what he terms “the current 
debt characteristic of depreciation re- 
serves” and even goes so far as to rec- 
ommend that a “depreciated working 
capital” be computed on the basis of 
current assets minus the total of cur- 
rent debt and accumulated deprecia- 
tion reserves®. The theory is that the 
larger the depreciation reserves be- 
come the closer approaches the day 
when the related fixed assets will have 
to be replaced if the business is to 
continue to produce or to operate on 
its accustomed scale. Their replace- 
ment will either diminish working 
capital or result in an increase in 
debt, frequently current debt. There- 
fore, as the mounting size of the de- 
preciation reserve warns of the im- 
minence of plant replacements, it is 
incumbent upon the analyst to see that 
the working capital position of the 
business is being strengthened apace 
in order that it may comfortably with- 
stand the inevitable impact of restor- 
ing fixed assets to the level required 
for continued operating adequacy and 
efficiency. 


The ratio of net fixed assets to net 
worth is a helpful proportion in gaug- 
ing or detecting a tendency toward 
the twin evils of inadequate working 
capital or over-investment in plant 
and the relationship of sales to net 
fixed assets is rather widely used as 
a proportion reflecting on the relative 





™ Finney, op. cit.,j p. 267. 

* Finney, H. A., “Introduction to Principles of 
Accounting” (Prentice-Hall, Inc., New York, 
1933), p. 177. 


® Wall, op. cit., pp. 19-20. 
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productivity of the plant investment. 
The ratio of mortgage liabilities to 
the underlying fixed assets is used to 
ascertain the position of mortgage- 
holders with respect to the book value 
of their security. 


Intangible Fixed Assets 


HE prudent analyst will in most 

instances, we believe, throw out 
of his consideration of the financial 
figures the asset value of such in- 
tangible items as goodwill, trade- 
marks, patents, copyrights, franchises, 
leasehold improvements, etc., by de- 
ducting the total from net worth. 
They are difficult to evaluate and their 
liquidating value, in most cases, is 
highly problematical. This does not 
mean, however, that they are removed 
entirely from the credit picture as it 
is entirely possible that the value of 
an intangible asset may well be the 
deciding factor in a credit decision. 


The circulation rights of a news- 
paper, for instance, may represent its 
most valuable asset and thus have a 
material bearing on the soundness of 
a credit. The deduction of intangible 
assets from the net worth shown in 
the balance sheet merely takes them 
out of the realm of figures where the 
uncertainty of their value may be mis- 
leading and places them over under 
the economic factor along with other 
general considerations which are also 
important but which are similarly 
elusive of definitive evaluation. 


Accounts and notes receivable from 
officers, employees, and stockholders 
should be conservatively classed as 
non-current assets even though they 
may have arisen in the normal course 
of business. The income and finan- 
cial responsibility of these individuals 
is ordinarily so interlocked with the 
welfare of the business itself that 
such accounts may prove to have lit- 
tle or no liquidating value in the event 
of business difficulties. 


Not infrequently, accounts of this 
kind may be used as a device for aid- 
ing financially weak principals with- 
out sullying a good operating record 
by increasing salaries. Working capi- 
tal, of course, is drained away to the 
extent of the advances made and the 
position of creditors is weakened. 
Thus it is wise to provide for the con- 
trol of these accounts in loan agree- 
ments and to keep the total under 
close surveillance in comparative 
statement analysis. 





WHILE the accountant usually 

makes no distinction in his bal- 
ance sheet classification of deferred 
charges and prepaid expenses,’ it has 
been recommended by some writers 
that the analyst recognizes a differ- 
ence in the characteristics of the two, 
particularly where the total amount 
involved is large.’ 


It is felt that such prepaid items as 
prepaid insurance, prepaid rent, and 
prepaid interest, should have some 
cash value in liquidation, while or- 
ganization expenses, unamortized 
bond discount, advertising expenses, 
and other expenditures which may be 
properly deferred to future periods as 
an accounting expedient, plainly 
would have no value whatever in 
liquidation. As a matter of fact, in 
computing the net worth of a busi- 
ness for analytical purposes, deferred 
expenses such as those last mentioned 
should be eliminated from the total 
along with goodwill and other in- 
tangibles in the balance sheet. 

Since by deferring operating 
charges to subsequent periods a busi- 
ness can improve its current operat- 
ing results and at the same time main- 
tain an artificially high net worth, the 
analyst should be fully informed as to 
the make-up of the deferred charge 
asset and keenly alert to unexplained 
advances in its total. 

The interest of the short-term bank 
creditor in the non-current debt of a 
business may be summed up for all 
practical purposes in just three ques- 
tions : 

(1) How fast will it have to be 
provided for? 

(2) How definite is its deferred 
maturity ? 

(3) How will it rank in liquida- 
tion ? 

The first point involves the deter- 
mination of maturities, interest bur- 
den, and sinking fund provisions ; the 
second, the determination of the ex- 
istence and nature of accelerative 
terms; and the third, the determina- 
tion of the existence and extent of 
specific liens or encumbrances on 
assets. 


It is always advisable to have a 
thorough understanding of the nature 
and terms of non-current debt and 
this can best be obtained from a study 
of the underlying indenture, if an 





2” Finney, “Introduction to Principles of Ac- 


counting ” op. cit., p. : f L 
% Wall and Duning, “Analyzing Financial 
Statements” (American Institute of Banking, 
New York, 1930), p. 119. 
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indenture is used. Frequently, the 
indenture will provide for a minimum 
working capital position, a minimum 
current ratio, a maximum debt total, 
or contain other restrictive provisions, 
the violation of any of which will 
accelerate the maturity of the entire 
deferred debt issue. Full cognizance 
should be taken of the likelihood of 
having these penalty provisions in- 
voked for they may materially alter 
the aspects of a current credit. 


Total Debt 


HE extent to which the owners 
of a business rely on creditors for 
the funds necessary to carry its assets 
is evidenced by the total of all in- 
debtedness. It is usually considered 
desirable that this total stay well be- 
low the total of funds supplied by the 
owners, as indicated by the net worth 
figure, on the theory that the owners 
of a business should have a greater 
monetary interest in its assets than its 
creditors. However, there are excep- 
tions to this principle. Where the cur- 
rent asset protection is unusually 
strong, because of a concentration in 
liquid receivables as in a finance com- 
pany, or because of a concentration 
in readily marketable and perhaps 
well-hedged inventories as in a listed 
commodity dealer, it is not considered 
improper for total debt to rise to a 
figure well in excess of net worth. 
The relationship of debt to worth 
is thus an important balance sheet 
proportion that is deserving of close 
and constant attention.’* It should 
be borne in mind that the ratio shown 
at the close of a natural business year 
should ordinarily be relatively low to 
allow for reasonable seasonal expan- 
sion during more active borrowing 
periods. 


Net Worth 

A REVIEW of the component ele- 

ments of net worth, particularly 
in a corporation, has a significance in 
itself. A large preferred stock issue 
suggests that progress from retained 
earnings may be restricted by heavy 
dividend disbursements. It is per- 
haps preferable that the bulk of net 
worth be in capital stock rather than 
in surplus because of the ease with 
which surplus may be paid out in divi- 
dends, A classification of surplus as 


— eee 


” This relationship may be frequently expressed 
as the ratio of worth to debt. Since worth is 
the relatively constant factor and since a more 
logical thought sequence is followed by relating 
fluctuating ebt to a base of net worth, we prefer 
to use the ratio of debt to worth. 
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to earned surplus, capital surplus, and 
surplus arising from the reappraisal 
of assets, gives some clue to the oper- 
ating history of a business and dis- 
closes the extent to which net worth 
has been bolstered by unrealized 
write-ups in asset values. Thus each 
account in the group may have its 
story to tell. 

Since a preferred stock issue may 
carry certain protective clauses, such 
as a provision for the maintenance of 
a specified working capital ratio or 





Mr. Gee’s Article in the September 

Issue Will Discuss Inventories and 

Receivables and Their Place in the 
Balance Sheet. 


for building up a sinking fund, or, in 
some states, may even be given the 
characteristics of quasi-funded debt 
by designating a redemption due date 
at a price fixed in advance,’* the 
careful analyst will definitely ascer- 
tain the terms of preferred stock 
agreements. 

The adequacy of the net worth of a 
business is determined in part by its 
relation to the volume of business 
transacted. The ratio of net sales to 
net worth is therefore a means of cal- 
culating the extent to which a busi- 
ness has achieved a balance between 
the opposing evils of overtrading, on 
the one hand, and insufficient sales, on 
the other. The significance of such a 
relationship is magnified considerably 
when it can be compared with the 


13 Paton, W. A., “Accountants’ Handbook” 
(The Ronald Press Company, New York, 1935), 
pp. -15. 





ratios shown by other enterprises in 
the same line of business. 




















































































Contingent Liabilities 4 
AN appraisal of the balance sheet is ‘ 
not complete without a considera- 
tion of the extent and reasonable im- 
minency of those liabilities which, be- 
cause of their indirect nature, uncer- 
tain existence, or indefinite amount, 
have not been taken into the books of 
account. The more common con- 
tingent liabilities of this kind are rep- 
resented by: 

1. Notes receivable discounted with 
recourse. 

2. Accounts 
with recourse. 

3. Endorsements on accommoda- 
tion paper. 

4. Guarantees of the liabilities of 
others. 

5. Pending lawsuits. 

6. Goods sold with guarantees of 
quality or performance. 

7. Construction commitments. 

8. Purchase commitments. 

9. Liability for additional taxes. 

10. Cumulative preferred dividends 
in arrears. 

Without diminishing in any way 
the importance of the others, particu- 
lar attention is directed to two of the 
types of contingent liabilities listed. f 
Specific guarantees of the quality or 
performance of goods sold are fre- 
quently overlooked in the preparation 
of financial statements though actually 
a liability of this kind might well be 
provided for by a special reserve in 
the balance sheet. Past experience 
should show the probable expense of 
making good on such guarantees as 
may be outstanding at a given state- 
ment date and conservative account- 
ing practice would require that a re- 
serve of this amount be set up by a 
charge to Profit and Loss. 

Purchase commitments, the other 
form of contingent liability on which 
we shall comment briefly, should be 
viewed in relation to the requirements 
of the business and the trend of the 
market at the statement date. Relat- 
ing the total to the materials con- 
sumed or purchases made in the 
period just ended enables an estimate 
to be made of the extent to which the 
business has assumed a speculative 
position in the market. If the mar- 
ket is rising, ordinary commitments 
assume no importance; if the market 
is falling, the operations of the sub- 
sequent period are likely to suffer in 
proportion to the quantity of disad- 


receivable assigned 
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vantageous purchases which have 
been arranged. 

In manufacturing establishments, it 
is usually significant to relate pur- 
chase commitments to orders on hand 
at the statement date. A comparison 
of this relationship from period to 
period provides an enlightening in- 
dex of the extent to which the busi- 
ness may be long or short on its re- 
quirements and discloses the existence 
of speculative tendencies on the part 
of the management. 


Internal Comparative Analysis 


PERHAPS the first step that an 

analyst will take in the analysis 
of a balance sheet is to make a com- 
parison of the dollar figures with 
those shawn as of the same date in 
the preceding year or years. In- 
creases or decreases will be noted and 
mentally or literally set down as good, 
bad, or indifferent, as a starting point 
for the determination of the causes 
and justification of the significant 
changes or trends shown. Ratios of 
important balance sheet proportions 
may then be calculated and their 
strength considered both from a static 
standpoint and in comparison with 
the relationships that have been 
shown in preceding exhibits. From 
there the analyst may go further into 
the make-up of the more prominent 
balance sheet accounts, primarily to 
satisfy himself of the soundness of 
the assets or to determine what addi- 
tional information will be necessary to 


warrant a reasonable conclusion of 
this kind. 


As a means of facilitating and en- 
hancing the value of balance sheet 
comparisons, Gilman favors the use 
of what he terms the “trend percent- 
age method” of. measuring changes 
in business figures from period to 
period.'* Under this method, each 
item in the first balance sheet of a 
series is given a value of 100% and 
the same items in succeeding state- 
ments are expressed as a percentage 
of the first in the series. 


A trend study of this kind is un- 
doubtedly a tremendously helpful ad- 
junct to the credit man’s array of 
analytical devices but like any other 
single tool with which he works it has 
‘its limitations and should not be used 
to the exclusion of the others. The 
trends of certain statement items have 





%* Gilman, Stephen, “Analyzing Financial State- 
wo ‘err Ronald Press Company, New York, 
» p. 112. 
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no significance in themselves but must 
be related to the trends of other fac- 
tors to be given a practical meaning. 
Further, dealing in percentages only 
places undue importance in small dol- 
lar changes when the base figure it- 
self is small in amount. As a final 
weakness in the use of this method, it 
may be pointed out that the dollar 
amounts and internal proportions of 
the base statement chosen may happen 
to be grossly unbalanced which, in 
turn, might distort substantially the 
significance of subsequent trend per- 
centages. 


Broadcast 


@ A_ nationwide audience 
heard NACM Exec. Mgr. 
Henry H. Heimann in a half 
hour forum panel discussion of 
current business and national 
problems on Thursday, July 17, 
over the Blue network of the 
National Broadcasting System. 
Mr. Heimann appeared with 
Paul F. Warburg, Director of 
the American Arbitration As- 
sociation; George Meany, Sec., 
American Federation of Labor; 
and W. Gibson Carey of the 
Yale and Towne Manufacturing 
Co., who is a past President 
(1939-40) of the U. S. Cham- 


ber of Commerce. 








OT only should balance sheet pro- 
portions be studied with respect 
to internal trends but they should be 
related to the proportions shown by 
competitors and by other concerns in 
the same line of business. A business 
may be progressing at a moderate and 
ostensibly satisfactory rate but if the 
industry as a whole is showing more 
rapid progress then the enterprise un- 
der consideration, from a relative 
standpoint, may actually be in a de- 
cline. It is obviously of fundamental 
importance in comparisons of this 
kind to be sure that the business is 
comparable in every respect to a prac- 
tical degree with the other organiza- 
tions with which it is compared. 
The use of so-called “common- 
size” or “component percentage” 
statements greatly facilitates external 
comparative analysis. This simply 
means that the total footings of a 
balance sheet are given a value of 
100% and each component item in 
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the statement is then stated as a 
percentage of the total. Confusing 
variations in dollar size between two 
statements are thus eliminated and 
all elements are reduced to the more 
significant comparative basis of pro- 
portions only. 

The reduction of balance sheet 
items to a common denominator in 
this manner is also of practical value 
in internal comparisons as it permits 
a series of statements to be compared 
with striking and exclusive emphasis 
on the relationship of each item to 
the balance sheet total. 

Alexander Wall has evolved an in- 
teresting analytical device by which 
the position of a business is indexed 
from period to period in relation to 
the moving position of the trade or 
in relation to an average of its own 
position over a base period, through a 
comparison of certain important and 
arbitrarily weighted ratios. Refer- 
ence is made to his volume, How to 
Evaluate Financial Statements, for an 
exposition of the use of this method. 
Suffice it to say at this point that such 
a ratio index affords a valuable means 
of determining the trend of a business 
as a whole, particularly with refer- 


ence to its position and movement in , 


relation to the trade. 


Concluding Comments 


ig cannot be stressed too greatly 

that neither balance sheet ratios 
nor internal or external comparisons 
of trends and proportions purport to 
give a final answer entirely in them- 
selves. Just because a summary of 
the accounts of a business on the same 
day of each year does not show the 
existence of improved relationships 
over preceding periods or does not 
reveal proportions as strong as the 
average of others in the line as of the 
same day, does not necessarily mean 
that no progress has been made or 
that the business is weaker than the 
average in the trade. We have cer- 
tain definite leads and indications that 
point to these conclusions but there 
may be special conditions or circum- 
stances, of a temporary nature per- 
haps, which may modify substantially 
the meaning of fluctuating figure pro- 
portions. The important thing is to 
bring out in sharp relief these changed 
conditions and trends and then, if 
necessary, to delve behind the figures 


into the underlying basic situation to 


probe its fundamental soundness. 





% Wall, op. cit., pp. 68-81. 
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Pledging of Accounts Receivalle 


Effect on Credit Picture 


hypothecation of accounts re- 

ceivable and the pledging of 

merchandise inventory for loan, 
there are many viewpoints and in- 
terests to consider and bring out into 
the open. With this truth in mind, I 
shall attempt to give you my thoughts 
from three points of view, namely: 


First—The merchant or manufac- 
turer, whom we shall term the 
seller. 


Second—The bank, finance com- 
pany or individual, whom we 
shall term the buyer. 

Third—The unsecured merchan- 
dise supplier, whom we _ shall 
term the creditor. 


Now, let us look behind the scenes 
with the manufacturer’s position our 
problem. To say that it is unsound 
or unethical for him to hypothecate, 
assign, or pledge his accounts or mer- 
chandise for a loan is far wide of 
factual truth. In many cases it is 
good business for him to do so. 
Granted a strong and sound fixed as- 
set position, it is usually a slow, cum- 
bersome and complicated process to 
raise cash as and when needed on 
such assets. 

Assuming the seller is operating in 
a line that deals with seasonable 
goods, we must realize that the prep- 
aration of inventory and advance 
selling on long terms can readily tie 
up working capital to an embarrass- 
ing point. Likewise, in this era of 
sharp rises and falls in prices, a smart 
buyer who is in position to take 
advantage of a bargain will buy more 
raw or finished product than can cur- 
rently be disposed of and converted 
into cash. In cases of this nature, I 
hold that it is a sound practice to raise 
cash by temporary conversion of ac- 
counts receivable or merchandise in- 
ventory. 

Of course, it is agreed that the cash 
thus raised be properly expended in 
payrolls, cash discounts, current op- 
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erating expenses and other pressing 
obligations. 

The alert credit man will either 
merit the confidence of the seller and 
be informed of such transactions or 
he will have ways and means of 
learning about it. On the other hand, 
a sound and progressive business will 
have no reason or motive for keeping 
it secret. A case came to my atten- 
tion not long ago where records 
proved conclusively that this nature 
of temporary loan produced more than 
the cost of the financing in cash dis- 
counts alone, not to speak of stepped 
up production and the consequent 
lower unit cost. 


Danger for the Merchant 


OW, we will consider the mer- 

chant or retailer who seeks re- 
lief in this fashion. The same rea- 
soning will apply as in the case of the 
manufacturer, though fraught with 
more danger to the creditor and sub- 
ject to more close analysis. Much 
too frequently this financing is born 
of desperation. It will be obvious 
that, if this seller has tied his money 
up in slow and questipnable accounts 
and excessive or perhaps obsolete in- 
ventory, the financing will take the 
cream of those assets and merely de- 
fer the evil day of reckoning. 

Again, the wide awake credit man 
will have observed a slowing up in 
payments (and here I cannot stress 
too strongly the value of our own 
trade clearances. I know of no better 
medium for detecting distress in its 
infancy). He will have had his 
warnings and, as a result, pull out of 
the account entirely or sharply cur- 
tail his investment, in accordance 
with his judgment and knowledge of 
his customer. 

I cannot conceive of financing in.a 
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case of this nature leading to anything 
but an eventual loss to the unwary 
creditor, because the lender will pro- 
tect his investment by ample margins 
to cover principal, interest and col- 
lection expenses in the event forced 
liquidation becomes necessary, thus 
consuming live assets to the detri- 
ment and possible failure of the seller. 
Lack of time will not permit the men- 
tion of intermediate cases between 
these two extremes and it is my pur- 
pose to state that the hypothecation 
of accounts receivable and pledging 
of merchandise for loan can be sound 
or unsound, depending on the merits 
of each case. 


Banks Like Such Loans 


OW, let us consider No. 2 posi- 

tion, the bank, finance company, 
or individual lender. Driven to the 
necessity of finding new uses for 
money, banks in general have entered 
the field of lending in a manner that 
would never have been considered a 
few years ago. Finance companies 
have sprung into being by leaps and 
bounds, and individual investors are 
seeking ways to lend money on a prof- 
itable and secure basis. With such 
abundance of surplus funds, it is not 
at all surprising that finance has 
turned to lending money on accounts 
receivable and merchandise, which 
situation is entirely sound, practical 
and profitable to finance. 

I will not go into the mechanics of 
lending against accounts receivable, 
except to touch upon the method em- 
ployed, namely notification or non- 
notification basis. Generally speak- 
ing, it is preferred by both buyer and 
seller that non-notification govern. 
The seller does not, in many cases, 
wish his customers to know that he 
is assigning his accounts receivable 
and liquidation of those accounts is 
more certain to the buyer when paid 
direct to the seller. All of us have 
no doubt experienced the painful job 
of collecting accounts created by a 
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predecessor firm or on a discontinued 
territory. 

Essentially, the non-notification 
method is desirable, in that the books 
of the seller are audited and inspected 
frequently by the lender, especially 
where a large volume is involved. 
The seller thus receives the benefit 
of sound banking advice, credit check- 
ings on the accounts and analysis of 
general operations. It will be obvious 
that in the case of a sound and pro- 
gressive business, the field of finance 
supplies a constructive and needed 
function for temporary relief. 

On the other hand, if an assign- 
ment is taken to protect or bolster a 
previous bad loan, a ruthless attitude 
may logically develop, ending in com- 
mercial demise of the seller. Unfor- 
tunately, there are some unscrupulous 
lenders who have only one objective, 
that of catching a seller in distress, 
exploiting him through exhorbitant 
charges, and fees, and without regard 
for the outcome. There can only be 
one answer to such a situation—fail- 
ure in short order. 

I might mention at this point that 
under the Chandler Act incident to 
Bankruptcy, there is some question as 
to whether or not accounts receivable 
assigned but not notified would give 
the assignee prior right over other 
creditors. Court decisions are in wide 
conflict on this point. Conservative 
finance therefore is very cautious 
about taking such assignments, ac- 
cepting them only on a notification 
basis, or non-notification where the 
strength and integrity of the assignor 
is unquestionably favorable. 


Several Special Laws 


FINANCE has made rapid strides 

in lending money on merchan- 
dise, again because of a need for pro- 
ductive and safe usage of surplus 
funds. Laws have been enacted in 
the various States which govern the 
amount in percentage of capital funds 
that banks can lend on warehouse re- 
ceipts. The laws vary widely in the 
various States and are a very inter- 
esting study. Also, the nature of the 
product is of great importance in de- 
termining the amount the bank will 
risk in relation to market value, mar- 
ket fluctuation, spoilage, obsolescence 
- and saleability being important fac- 
tors. 

The use of independent warehouse 
receipts which require that loans be 
liquidated before product is released 
is necessarily limited to product that 
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Gentlemen ;— 


Your check No,_____ 


, dated 





377-321 CC. Chapman Bldg 
Broadway at Sighth St 


Los Angeles California 


ante napn 


Attention: Accounts Payable Department- 


and tendered us on 





the account of client mentioned above, is returned herewith for the following reasons; 


o EXCESSIVE DISCOUNT DEDUCTED: Invoices clearly indicated, “Objections to prices or terms, 


Please let us have 
corrected check. 


i) 


CREDITS DEDUCTED WE 

KNOW NOTHING ABOUT: 
Please let us have 
corrected check. 


Form 1 AN 


How Do You Handle Discount Chiselers? 


in order to receive consideration, must be reported at once 
direct to REFINANCE CORPORATION.” 


Invoices clearly indicated, “No credit or deductions will be 
allowed or any returns credited upon this bill unless notice 
of claim therefor is made immediately after receipt of goods 
to REFINANCE CORPORATION and consented to by 
them.” 


oO ANTICIPATION DISCOUNT DEDUCTED: We do not allow anticipation; please pay bill when 
due according to terms shown on invoice. 


Very truly yours, 
REFINANCE CORPORATION 


Here is a Form 


Used by One Company for Returning Checks Showing Unearned 
Discounts 


can be stored in central warehouses 
with only general facilities. To meet 
this difficulty, a new method of ware- 
housing has recently come into use. 
It is known as field warehousing and 
does away with the central warehouse. 
Storing can take place on the prem- 
ises of the borrower or at any con- 
venient place conducted by a public 
warehouseman who is independent of 
both borrower and lender. Bulky 
commodities such as Iron Ore, Oil, 
Coal, Lumber cannot be stored in a 
central warehouse because they re- 
quire special facilities, are too cum- 
bersome to move about, and too ex- 
pensive to handle. 

Primarily, Field Warehousing is 
the storage of goods by the owner 
with a bona fide public warehouseman 
in some place other than a central or 
public warehouse operated as such. 
It entails the creation of a public 
warehouse solely for the purpose of 
the particular operation at the place 
where the goods are normally kept, 
or in any convenient place. A ware- 


house, in this sense, is actually a legal 
status. The place of storage may be 
any structure or even a plot of 
ground. Field warehousing is con- 
ducted ordinarily for credit purposes 
only. The integrity and responsibil- 
ity of the public warehouseman must 
be checked, he being the custodian of 
the property and authorized to issue 
warehouse receipts against it. It is 
always preferable and desirable to 
deal with a bonded warehouse. Those 
of us who are not thoroughly famil- 
iar with this form of warehousing 
would be wise to read up on the sub- 
ject as the method is comparatively 
new and growing rapidly. 

Another method used by finance is 
the recorded bill of sale to all inven- 
tories, on a revolving basis, meaning 
that future inventory additions are 
included in the original bill of sale. 
This method requires frequent and 
expensive checking to determine val- 


ues, and is generally used only when 


the inventory is small and the entire 
inventory covered. 
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Another method is the non-re- 
corded Bill of Sale, a separate room or 
compartment being specified for the 
storage of the inventory covered. 
Similar checking for value is neces- 
sary, but less complicated, and goods 
can be kept under lock and key. This 
method is desirable where the bor- 
rower does not choose to tie up his 
entire inventory. 

I think we are all agreed that 
finance has assumed an important 
place in the credit structure through 
the granting of loans on accounts re- 
ceivable and merchandise inventory, 
thus taking up the slack between buy- 
er and seller and relieving the cred- 
itor of a financing load which he has 


as they do our product in original 
state or converted one step nearer to 
cash, as an account receivable. 

We credit men are frequently as- 
suming a financing function, without 
coverage of any nature, when, in the 
case of rising markets, or the disposal 
of excess product, we grant longer 
than accepted terms in helping the 
customer to carry the load. In many 
instances, especially in the packing 
house industry, excess purchases of 
product such as shortening, oil cas- 
ings, gelatin and canned goods quite 
frequently take place. We are guilty 
of overselling beyond the ability of 
the purchaser to dispose of and liqui- 
date the product within the customary 


Ohio requires notice of account assignment 


Columbus—A bill requiring the assignor to file an affidavit 
of intention to assign his accounts receivable was signed by 


Governor John L. Bricker of Ohio in June. 


This is of in- 


terest to firms doing business in Ohio. The bill is designed 
to make such assignments a matter of public record for the 
protection of assignees and those extending credit to the 


assignor. 


The affidavit of intention to assign accounts re- 


ceivable must be filed with the county recorder of the county 
in which the assignor of the account resides. 


sometimes been required to carry 
against his wishes and financial abil- 
ity to do so. 


Let the Creditor Beware 


OW we come to the viewpoint of 

the creditor, the third party who 
has a stake, and a large one, in this 
discussion. We use the infallible 
yard stick of current ratios in deter- 
mining our prospects of collecting for 
our deliveries. Aside from proper 
consideration of long pull prospects 
as reflected by figures below the cur- 
rent classifications, we rely greatly 
on the balance between current assets 
and current liabilities, customarily re- 
ferred to as working capital, for our 
current perfomance. We are justly 
entitled to protest vigorously against 
any tampering with steps 2 and 3 in 
current assets, namely accounts and 
notes receivable and inventory. They 
rightfully belong to us, representing 
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term period, likewise beyond his 
financial ability to pay when due. 
When bills are not paid in accord- 
ance with industry terms, commercial 
credit ceases and financing begins. 
This places us in the category of a 
lender, but I presume that, as long 
as we have aggressive selling organ- 
izations, we will have this evil to 
combat. 

We must at all times work closely 
with our sales department in analyz- 
ing the advisability of selling in ex- 
cess quantities, having in mind heavy 
tax burdens, market fluctuations and 
unexpected set-backs. The proper 
handling of these problems consti- 
tutes a very delicate problem, having 
in mind that we are injuring an entire 
industry program of terms when we 
indulge in special concessions, pri- 
marily for the sake of increasing our 
volume at the expense of turnover 
and credit hazard. 


A a ee ee ae 


I HAVE pointed out that, in many 

instances, the pledging of those 
assets is sound and legitimate on the 
part of the seller. I have also re- 
corded that the buyers of these values 
perform a legitimate function and a 
valuable one. This is, of course, 
with the thought in mind that the 
buying and selling is properly con- 
ducted, for good and valid reason and 
not tainted in any manner by irreg- 
ular or dishonest intentions. Where 
an intent to defraud exists, there is 
little we can do about it under exist- 
ing conditions. Financial statements, 
honestly prepared, would record the 
financing of account or merchandise, 
but unfortunately too many are on an 
annual basis, or at best semi-annual, 
and a dishonest debtor could ob- 
viously dispose of his assets the day 
after the statement was issued. There 
is no way we can enforce notification 
of intent to assign accounts or mer- 
chandise. Long ago, it was deter- 
mined that it was not right for a mer- 
chant to receive merchandise on credit 
and be permitted to later sell his stock 
in trade without giving notice to his 
creditors, thus affording them oppor- 
tunity to protect themselves. 

This reasoning was so sound that 
laws were enacted regulating the sale 
of goods in bulk and such laws are 
now in force in every State of the 
Union. While the Bulk Sales Stat- 
utes do not regulate disposal of ac- 
counts receivable, the general effect 
of those statutes has had a deterrent 
effect upon dishonest and fraudulent 
or secret transactions. Those who 
sell their product on conditional sales 
contracts, or retain title contracts, are 
strictly regulated by Law, as to re- 
cording, filing and rights and rem- 
edies. This regulation has not re- 
tarded installment selling and has 
been accepted as a constructive re- 
quirement in the same manner that 
the Bulk Sales Statutes are accepted. 

Likewise, chattel mortgages and 
other conveyances are made a matter 
of record for the protection of third 
parties. Why then, should it not be 
proper and correct to require that the 
hypothecation, assignment or pledg- 
ing of accounts receivable or merchan- 
dise be made a matter of record, and 
enforced by legal statute? I am firmly 
convinced that the enactment of such 
laws would greatly strengthen the 
credit structure and promote sound, 
fair and equitable business relations 
for the common good of the greatest 
number. 





- . . . August, 1941 























































































How “Freezing Control” Affects 
Domestic Trade 


executives at a recent group meet- 

ing held in New York City, indi- 

cated that freezing control of for- 
eign funds was no concern of theirs. 
Evidently from the wording of the 
first section of the order as well as 
from recent newspaper accounts these 
credit executives thought that “freez- 
ing control” applied only to bankers. 
Some others were of the opinion that 
it also applied to Exporters and Im- 
porters but not to firms only doing a 
domestic business. 

At present, there seems to be a 
good deal of confusion and misunder- 
standing regarding the application of 
the terms of the order even to experi- 
enced bankers and exporters. How- 
ever, prevailing opinion would indi- 
cate that the order applies to any per- 
son in the United States doing busi- 
ness with any European Countries or 
any of their political subdivisions and 
with any National of any such coun- 
tries -regardless-of their location.- Let 
us, therefore, consider some of the im- 
portant features of the order and its 
particular adaptation to domestic busi- 
ness transactions. 

To enable the United States Gov- 
ernment to assist invaded European 
nations or nationals thereof in pro- 
tecting their assets in this country 
and to eliminate duress by aggressors 
in obtaining such assets and to relieve 
our own nationals from responsibili- 
ties of paying conflicting claims 
against such assets, President Roose- 
velt issued an Executive Order under 
date of April 10, 1940. This order is 
known as “Executive Order No. 
8389” commonly called, “Freezing 
Control,” which originally blocked all 
assets of Norway and Denmark lo- 
cated in the United States. As other 
European countries were invaded 
their properties here were also blocked 
up to the invasion of Greece in April, 
1941. At that date therefore, four- 
teen out of thirty European countries 


Opinions expessed by some credit 
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and nationals thereof were subject to 
“freezing control.” On June 14, 1941, 
this Executive Order was further 
amended to include the assets of all 
additional European countries and 
their nationals, with the exception of 
course of Great Britain and Turkey. 


Domestic Aspect of “Control” 


T° give credit men a general idea 

of the scope of this order an ex- 
cerpt of Section 1, Part “A” and “E” 
are quoted verbatim below; the full 
text of the order may be obtained di- 
rect from the Treasury Department in 
Washington or through any Federal 
Reserve Bank. 

All of the following transactions 
are prohibited, except as specifically 
authorized by the Secretary of the 
Treasury, by means of regulations, 
rulings, instructions, licenses, or 
otherwise,--if (i) such transactions 
are by, or on behalf of, or pursuant 
to the direction of any foreign coun- 
try (all European countries) desig- 
nated in this Order, or any na- 
tional thereof, or (ii) such transac- 
tions involve property in which any 
foreign country designated in this 
Order, or any national thereof, has 
at any time on or since the effective 
date of this Order had any interest 
of any nature whatsoever, direct or 
indirect : 

A. All transfer of credit between 

any banking institutions within 

the United States; and all trans- 
fers of credit between any bank- 
ing institutions within the United 

States and any banking institu- 

tions outside the United States 

(including :any principal, agent, 

home office, branch, or corre- 

spondent outside the United 


States, of a banking institution . 


within the United States) ; 
E. All transfers, withdrawals or 
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exportations of, or dealings in, 
any evidences of indebtedness or 
evidences of ownership of prop- 
erty by any person within the 
United States. 

Section 1, “E,” evidently was in- 
tended to include any person dealing 
with a European National regardless 
of whether or not the person in the 
United States is an individual, Cor- 
poration, partnership or a Banking in- 
stitution. Furthermore, the term 
“banking institution” is rather broad 
in that it includes in addition to a 
person engaged primarily in the busi- 
ness of banking, also any person hold- 
ing credits for others, etc. The term 
“National” is quite extensive as it in- 
cludes “any person who has been dom- 
iciled in, or a subject, citizen or resi- 
dent of a foreign country at any time 
on or since the effective date of this 
Order. Any partnership, association, 
corporation or other organization or- 
ganized under the laws of, or which 
on.or since the effective date of this 
Order had or has had its principal 
place of business in such foreign coun- 
try, or which on or since such effect- 
ive date was or has been controlled by, 
or a substantial part of the stock, 
shares, bonds, debentures, notes, 
drafts, or other securities or obliga- 
tions of which, was or has been owned 
or controlled by, directly or indirectly, 
such foreign country and/or one or 
more nationals thereof as herein de- 
fined.” The definition of “property” 
in the order is extremely broad and 
should be studied thoroughly. 


Credit Men Should Check 


N view of the terms of the order, 

as described above, its importance 
to the credit executive and his staff is 
immediately recognized. Credit files 
contain vital information which places 
considerable responsibility on the 
credit executive in any organization 
in assisting his firm to comply with 
the regulations. Furthermore, the 
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majority of the credit reports issued 
usually indicate therein the identity 
of the controlling interests or the na- 
tionality of the owners. 

After due consideration of the 
above definitions it would appear that 
a number of firms located in the 
United States are affected by this 
order. Certain exemptions have been 
given by the Treasury Department in 
the form of general licenses, special 
license and rulings. General licenses 
have been given to certain nationals 
who have been located here since the 
effective date of the Order and espe- 
cially since June 17, 1940. On the 
other hand, a domestic corporation 
which is substantially controlled by 
European Nationals through stock 
ownership directly or indirectly or 
otherwise would be subject to the or- 
der in most instances. This means 
that such a firm evidently must obtain 
a General, Special or Specific License 
to carry on ordinary business transac- 
tions. 

Upon learning that certain custo- 
mers are subject to License under this 
order, Credit Executives before 
checking orders or entering into trans- 
actions with such firms should inves- 
tigate the type of license under which 
the customer is operating. Persons 
or firms operating as a “Generally Li- 
censed National” are regarded, “as a 
person within the United States who 
is not a national of any blocked coun- 
try.” However, where persons or na- 
tionals are operating under Special or 
Specific License it would be well for 
credit men to determine the conditions 
of the license before approving orders 
for such concerns, or even entering 
into negotiations with them because 
in addition to the terms of the License 
an expiration date is also indicated. 
Where a firm is subject to the order 
a word of caution is advisable and you 
should assure yourself, in advance, 
that the transaction is properly li- 
censed and that the period for which 
the license is issued will be sufficient 
to cover the length of time involved 
in your terms of sale to include pay- 
ment at due date. Needless to say 
that if a license expires before a check 
clears and such license is not extended 
the check will, no doubt, be returned 
by the bank unpaid. 

Examining this order a little fur- 
ther it would appear that checks can- 
not be issued by your own organiza- 
tion for commissions, refunds, ac- 
counts payable, patent licenses, etc., 

to such nationals or firms subject to 
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On Thursday, July 17th, the Presi- 
dent of the United States by procla- 
mation promulgated a “Proclaimed 
List of Certain Blocked Nationals.” 
This list contains the names of indi- 
viduals and companies in the twenty 
American Republics who are deemed 
by our Government to be acting for 
the benefit of Germany or Italy or 
national of those countries, and per- 
sons to whom the exportation, directly 
or indirectly, of various articles or 
materials is deemed to be detrimen- 
tal to the interest of national defense. 

Copies can be obtained from the 
Government Printing Office, Wash- 
ington, D. C. 

The list will have two principal 
functions. In the first place, no ar- 
ticle covered by the Export Control 
Act of July 2, 1940, may be exported 
to persons named in the list except 
under special circumstances. Sec- 
ondly, persons on the list will be 
treated as though they were nationals 
of Germany or Italy within the mean- 
ing of Executive Order No. 8389, as 
amended, under which, on June 14, 
1941, the freezing control was extend- 
ed to all of .the countries of the con- 
tinent of Europe and nationals thereof. 

At the time of the issuance of the 
proclamation, it was also announced 
that in attaining the objectives of Ex- 
ecutive Order No. 8389, as amended, 
all efforts are being made to cause 






the order except under some form of 
license. Here again the importance 
of credit information cannot be mini- 
mized. Credit files should be checked 
before making payments: and. espe-- 
cially in cases where you have reason- 
able cause to suspect that such payee 
is subject to the order. Due diligence 
on the part of the credit man is all 
that is necessary and it is felt that if 
you have no real reason to be sus- 
picious as to the nationality of the 
payee that it would be unnecessary to 
apply for a license to make a payment. 

It is believed that if the payee is 
licensed to carry on ordinary business 
transactions then the payment could 
be made direct to such payee as it is 
not necessary for all parties to a trans- 
action to obtain a license. The Treas- 
ury Department is desirous of simpli- 
fying the handling of licenses and one 
license should be broad enough to 
cover all parties to and all phases of 
any particular transaction. On the 
other hand, payment could be made 
by you under “General License No. 
1” if such payment was to be made to 
the payee’s bank. The reason for the 
latter alternative is that the payee’s 


‘“‘Black List’’ of Latin-American concerns issued 





the least possible interference with 
legitimate inter-American trade. With 
that end in view the Treasury Depart- 
ment has issued a general license 
(Federal Reserve Bank of New York 
Circular #2244, July 17, 1941, Gen- 
eral License #53) with respect to 
inter-American trade transactions and 
the financial transactions - incidental 
thereto involving persons in the other 
American republics who may be na- 
tionals of a European country desig- 
nated in the ‘order. This~general 1i- 
cense will permit such classes of 
transactions without the necessity of 
applying for specific licenses. 

The general license, however, wil 
not apply to persons so long as their 
names appear on the proclaimed list. 
In addition, exporters and importers 
in the United States may from time 
to time be advised by their banks or 
otherwise that instructions have been 
issued by the Secretary of the Treas- 
ury requiring specific license appli- 
cations. for trade transactions involv- 
ing certain persons in the other 
American republics who are not 
named on the proclaimed list. 

Furthermore, financial transactions 
which are not incidental to licensed 
trade transactions are not covered by 
the general license. With respect to 
such purely financial transactions, ap- 
propriate specific licenses will have to 
be obtained from the Treasury Dept. 


bank has blocked such account under 
the regulations and the Treasury De- 
partment has control of any disburse- 
ments made therefrom in the form of 
a license. 

Certainly some steps should be 
taken by the credit executive, upon 
learning that a particular firm is af- 
fected by Freezing Control, to indicate 
this information in his files. If he 
has supervision over accounts receiv- 
able, it might also be well to make 
some notation to this effect on the 
customer’s ledger card. Information 
should also be passed on to the head 
of the Accounts Payable Department 
so that a notation may also be made 
in the voucher file. This would fa- 
cilitate the acceptance of orders and 
the payment of claims, refunds, com- 
missions, etc., as well as accounts 
payable. 

The Order is naturally of more 
concern to export credit men who in 
the course of ordinary transactions are 
dealing directly with a considerable 
number of firms affected by the reg- 
ulations than domestic credit men. 
If your firm has an Export Credit 
Department they (Contd. on p. 38) 
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Management Plasticity Important 


How Will Changed Conditions Be Met 


degree of accuracy exactly what 

changes will take place during the 

next ten years in the conditions 
under which business will have to be 
conducted. Anybody can predict 
with certainty that changes of some 
sort are sure to take place and that 
the success of any business enterprise 
will be determined in no small meas- 
ure by the degree to which the man- 
agement meets changing conditions 
without undue friction. In other 
words, the plasticity of management 
promises to play an important part 
in determining the risk connected 
with extending credit to any given 
concern. The management which is 
not plastic, which is frozen into its 
present mold and cannot be remolded, 
is likely to face hard times. That 
which can be molded into new forms 
which fit into the changed conditions 
is more likely to succeed. 

There is a considerable group in 
this country which believes our eco- 
nomic system should be changed. 
Some would have the government 
own and operate all business. When 
it is suggested to individuals in this 
group that the idea has not proved 
especially effective in Russia, they in- 
sist it will be worked out better here. 
There are some who would have the 
government exercise more absolute 
control over business. There would 
still be private enterprise but the free- 
dom of that enterprise would be taken 
away. Those who advocate this 
move are likely to resent the sug- 
gestion that they are in favor of the 
German system. There is another 
group which is convinced the system 
which has raised the standard of liv- 
ing in the United States to a higher 
level than that in any other part of 
the world and much higher than the 
standard of living the average person 
has ever before enjoyed is the one 
which should be continued. 
"THERE are many factors, however, 
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which are likely to bring about 
rather drastic changes and require a 
considerable degree of adaptation or 
plasticity on the part of management 
if private enterprise is to continue to 
be reasonably free. There may be 
said to be a tide in public opinion 
which taken at its ebb by manage- 
ment leads on to fortune. An exam- 
ple is the case of the clamour in one 
city some forty years ago for a public 
market. The general idea seems to 
have been that the food retailers were 
all charging prices that were too high. 
The city was to provide a market 
place, stalls were to be rented at low 
rentals and in this manner food prices 
were to be reduced considerably. 

Three young men with limited cap- 
ital sensed the possibilities in this 
state of public opinion. They started 
a cash store designed to give the peo- 
ple in that territory the sort of service 
they seemed to demand. They suc- 
ceeded to a degree where sales volume 
grew by leaps and bounds. Not many 
years passed before branch stores had 
to be opened. These branches were 
cash and carry. Largely due to the 
service this one company rendered, 
the agitation for a public market died 
down. There has been no such agi- 
tation since. By plasticity of manage- 
ment is meant this ability to meet a 
demand on the part of the public so 
well that the desire for government 
interference becomes non-existant or 
to meet other changes in public opin- 
ion as effectively. 

In the past there have been many 
examples of failures and successes 
which have resulted from the failure 
to or the ability to meet changing 
conditions. In one city there was an 
iron foundry making cast iron toys. 
The products of that company have 
been changed to meet changing con- 
ditions. As conditions called for 
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pressed steel in place of cast iron, the 
business changed from iron to steel. 
As it became more and more appar- 
ent that some other product than toys 
would also have to be made to main- 
tain prosperity, the building of a lim- 
ited line of machine tools in which 
pressed steel played an important part 
was undertaken. Today, that concern 
is larger and more prosperous than 
ever before. There was a plasticity in 
management which enabled the com- 
pany to meet changing conditions in 
an effective and profitable manner. 


Examples of Failure 


N that same city, at the time cast 

iron toys were in demand, there 
was a prosperous furniture factory 
with a management which lacked plas- 
ticity. No changes were made to 
meet changing conditions. As the 
years passed profits began to decrease 
but nothing effective was done to 
meet the new conditions. In the end 
the business failed with serious losses 
to all those who had not given suffi- 
ciently serious consideration to the 
lack of adaptability of the manage- 
ment and consequently had continued 
to extend credit more liberally than 
actual conditions warranted. 

In another community there were 
two blacksmiths. One had no use 
for automobiles, would make no re- 
pairs on them, did not want car own- 
ers to bother him. He would not 
change his ways, would not admit that 
conditions were changing. The other 
was always glad to help out any mo- 
torist in need of repairs and grad- 
ually built up more and more auto- 
mobile business. Today, he is doing 
a larger and more profitable business 
than ever before while the other man 
is out of business entirely. 

There is a rather general impres- 
sion that after this war there are go- 
ing to be many changes in the man- 


‘ner in which business is conducted. 


Some managements are going to fit 
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into these changes quickly and effi- 
ciently. Other managements are not 
going to be able to do so. The de- 
gree to which changes are made in 
our present economic system is likely 
to depend upon the degree to which 
management can meet the new condi- 
tions which arise. It is likely that 
changes will not be as great here as 
they may be in most other countries, 
especially those which have been more 
actively participating in the war than 
we have. This will be true because 
of the greater plasticity of the aver- 
age management in this country, the 
greater ease with which it can meet 
new conditions, the greater effective- 
ness with which it can adapt itself to 
new demands and ideas. 


Labor’s Place in Picture 


LABOR has always wanted a great- 

er share of what it has produced 
than it has ever been able to get. To 
the degree that management adopts 
systems and methods which it can 
prove to labor gives it its full share, 
there is less demand that government 
step in and assure labor it obtains its 
full share. That management, how- 
ever, has to be able to sell the idea 
to labor, to convince it and make it 
satisfied. 

For some twenty years, the com- 
munists have had their propaganda 
at work in this country. They have 
worked through labor and many 
other kinds of organizations. The re- 
sult has been that more and more 
people have been sold the idea that 
the system which has been in opera- 
tion in these United States ever since 
the beginning of the republic is wrong 
and should be changed. Most of 
these people are not aware that they 
have been the victims of foreign prop- 
aganda. This has created a new 
problem for management. The de- 
gree to which individual companies 
are able to meet the situation deter- 
mines their future. Certain changes 
in policies and methods may have to 
be made. Any firm which makes 
them and puts them into successful 
operation has improved its basic 
credit standing to that degree. 

There has also been no lack of prop- 
aganda alemg the line that there 
should be more government control 
and regulation. Whether or not this 
emanates from Italy or Germany, the 
idea is one which those nations have 
put into practice. To combat this 
may require that industries and busi- 
ness trades organize for more thor- 
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ough housecleaning within themselves. 
If they can demonstrate there is no 
need for government control and reg- 
ulation because things could not be 
better under such a plan than they 
now are, and might be worse, they 
have met a changing condition of pub- 
lic opinion in such a manner as to 
change that public opinion. Therefore, 
when any industry so organizes and 
actually raises the standards of busi- 
ness ethics among those engaged in the 
industry, it has taken a long step in 
making that industry one of safe credit 
risks. The more policing it does to- 
ward the end that all live up to the 
ethical standards adopted, the strong- 
er its position is likely to be. 


Public Opinion Rules 


O a much greater degree than is 

realized, the part the government 
will play in connection with business 
will be determined by the plasticity 
of management, its ability to adapt 
itself to new conditions, to changes in 
public opinion in such a manner as to 
keep the public satisfied, if not ac- 
tually pleased, and thus counteract 
moves to have the government take a 
more and more active part in the 
conduct of business. Such adaptabil- 
ity not only meets the new situations 
effectively but has a way of increas- 
ing the volume of business being done. 

Those three young men, previously 
mentioned, who strove to meet the 
demand for a market which had all 
the advantages of the public market 
the people had in mind, experienced 
a more rapid growth in sales volume 
than would have been the case had 
they not met the situation as ef- 
fectively. They accomplished two 
things. They kept the city out of the 
retail business and they made fortunes 
for themselves. At about the same 
time in that same city a couple of 
brothers started a little store. They 
played skillfully to public opinion of 
the time. They continued to fit their 
policies as closely as possible to public 
opinion. That little store they started 
has grown and grown until it is now 
the largest department store in the 
city. 

Both of these firms started new at 
a time when it was possible to make 
the most of a situation which the 
older concerns had not been able to 
capitalize. However, had the man- 
agement of older concerns been such 
as to adapt itself to the situation 
which arose, it is not likely that these 
new concerns would have been able to 
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obtain as strong a footing as they did. 
Instead, the. tendency on the part of 
the older stores was to place as many 
obstacles as possible in the way of the 
new and different stores. These ob- 
stacles rather than proving handicaps 
to those beginners, actually served to 
help them grow. Asa matter of fact, 
had the management of the oldest and 
largest retail concerns in that city 
been as sensitive to public opinion and 
as adaptable in fitting their policies 
to it, the situation which made it pos- 
sible for these two concerns to make 
the successes they did never would 
have existed. . 


Those Who Will Gain 


(THOSE business firms now able to 

adapt themselves to the present 
situation to such a degree as to gain 
the wholehearted support of the pub- 
lic which comes in contact with them 
are firms which are going to make 
private business of the future better 
than it would be had it not been for 
them. Those business firms unable 
to adapt themselves to new situations 
and for that reason may be arousing 
public antagonism make it difficult for 
themselves and for all other private 
enterprise. 

It appears to be a mistake to take 
it for granted that certain policies and 
methods are right and others wrong. 
What counts is the public reaction to 
the manner in which they are applied. 
There are some employers who have 
experienced much labor trouble dur- 
ing the past ten years. There are 
others who, it would seem to those 
who know them, ought to be having 
a lot of labor trouble but who certainly 
have not had to close down their 
plants on account of strikes. On the 
other hand, there are employers who 
never used to have labor troubles who 
have experienced them in recent years. 
It does not seem to matter so much 
what the past policies and methods 
have been. What does count is how 
effective present policies and methods 
are in practice. The results are what 
count and not the theories, the actual 
policies or the methods. Some man- 
agements seem adaptable enough to 
make most anything work in practice. 
Others do not succeed so well in mak- 
ing anything work. The difference 
seems to be in the plasticity of the 
management, its ability to fit new 
conditions perfectly. 

The plasticity of a given manage- 
ment may be far greater than appears 
to be the case. There is one em- 
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ployer whose employes have a way of 
saying more bad than good things 
about him. One would expect he 
would be among the first to experi- 
ence serious labor troubles when such 
troubles are rife. Yet, he has been 
surprisingly free from such troubles. 
It would also seem that his customers 
are satisfied with what he sells them. 
This has proved an enigma to many 
who know the firm well. There must 
be a plasticity of management which 
is not apparent to the naked eye. 
There is something about that em- 
ployer which enables him to avoid the 
troubles which are predicted for him. 


Loss of Plasticity? 


(THERE are other employers who 

have met all sorts of situations in 
the past with a high degree of success 
whe do not seem to meet present sit- 
uations as well. It may be that those 
managements have lost their former 
plasticity, have become more and 
more frozen into a definite form. 
Therefore, dangers lie in taking too 
much for granted. Only the results 
can be counted upon with any great 
degree of confidence. 

As new conditions develop, as new 
situations arise, some firms are going 
tc be able to meet them effectively. 
Some of these will be new concerns. 


Some will be old established ones. 
Only those able to meet new condi- 
tions and situations can be expected 
to continue to be first class credit 
risks. Consequently, it is going to 
be worth while to watch closely what 
is happening to all concerns to which 
credit is extended. 

The present financial standing, the 
past record of any business concern is 
not so important as what is happening 
right now. The organization set-up 
of some corporations may not be such 
as to permit of the flexibility required 
to meet new situations with any de- 
gree of effectiveness. Those of others 
may have the flexibility. The atti- 
tude of mind of some executives may 
be such that they cannot meet new 
conditions until that attitude is 
changed. There may be many other 
reasons why a given concern can 
adapt itself to anything that happens 
while another cannot do so. 

During the coming years there are 
bound to be many changes to be met. 
For one thing taxes and public debt 
are going to be higher than they ever 
have been before. They are going to 
be higher based on population, based 
on national income and based on total 
national wealth. Government control 
and regulation is likely to be greater 
than ever before and the degree to 
which it goes probably will be deter- 


mined by the adaptability of business 
management. Public ownership and 
operation of business has been ex- 
tended to a greater degree than in the 
past, especially as far as the national 
government is concerned. 

Private enterprise has to demon- 
strate it is more efficient than gov- 
ernment business, that it is not neces- 
sary that there be undue government 
control and supervision. Some way 
must be found for dealing with the 
labor situation in such a manner that 
there is a greater degree of satisfac- 
tion on the part of everybody con- 
cerned including the general public. 
These are just some of the problems 
which require more attention than 
ever before, problems which create 
new and in some instances serious sit- 
uations. There is also the problem 
of planning ahead for peace time busi- 
ness when the war is over and the 
war prosperity comes to a sudden end. 

The solving of all these problems 
calls for a great deal of adaptability 
on the part of management. The 
management of some concerns is 
bound to have this adaptability. That 
of others will lack it. Only those 
managements who do have it can hope 
te continue to show a profit or even 
to keep the business solvent. Hence 
the need of watching the results of 
these managements. 








It’s a Credit to Be a Credit Man 


approach to this subject is to ask 

a series of questions: 

What does the public expect? 
What do our customers expect ? 
What does our management ex- 

pect?’—from the Credit Department 
and the Credit Man. A one word 
answer is PLENTY. And “plenty” 
in capital letters. However, we are 
glad that plenty is expected of us be- 
cause there is pride in knowing that 
we have a job from which a lot is 
expected and one that is looked upon 
as worthwhile. If plenty is expect- 
ed of us, then how are we to proceed 
to get the best results? We will all 
agree that the secret of success is in 
a large part due to the practice of 
the Golden Rule. With plenty ex- 
pected of us and the Golden Rule to 
follow we begin to realize that the 
job of the Credit Man calls for a 
combination of high qualifications. 
No attempt will be made to enumer- 
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ate all of the qualifications that go 
to make up a successful Credit Man 
but instead your serious thought is 
going to be directed to four impor- 
tant qualifications that apply toa truly 
great Credit Man and which des- 
cribe him as a Scientist, Psychologist, 
Economist, and a Statesman. 

As first proof that the credit fra- 
ternity today is founded upon scien- 
tific foundations and principles, we 
have but to recognize the tremendous 
growth of the National Association 
of Credit Men during its life of ap- 
proximately forty-five years. Our 
National with its numerous depart- 
ments is today the outgrowth of a step 
by step development based upon 
sound principles applied to business 
needs and services. Our Associations, 


both national and local, are today as 
in years past composed of leaders in 
the business field, many of whom have 
achieved national recognition. Repu- 
tations of this kind can only be the 
result of long hard years of scientific 
application to the canons of credit. 
Thus we find business now under- 
stands that the practice of credit is 
a science. Credit work in its true 
bigness is just as surely a profession 
as medicine, law or any of the other 
professional activities. Credit men 
and credit executives are important 
people because they are doctors in 
the field of financing business and 
industry. Therefore, let us whole- 
heartedly look upon our work as 
scientific and professional. 


How Psychology Applies 


IN considering the second qualifica- 

tion, that of being a psychologist, 
let us first come to the full realization 
that to enjoy a high measure of suc- 


. August, 1941 


—mpna nt & me 2 « «= = =o . | oe ef tb Gh Ste Oe oh A et 





Sa eS UO OD=lti— 


we 





cess in our work we must secure the 
favorable attention of people. Some 
credit departments have had the un- 
favorable attention of both customers 
and prospectivé: customers. Seem- 
ingly, such credit men do not suf- 
ficiently know their customers or 
prospective customers, and they in 
turn have therefore felt no great urge 
to know these credit men. Conse- 
quently, we must face the fact that 
to gain the favorable attention of 
people requires that we first open 
their minds; secure their interest, and 
then stimulate their desires. Stim- 
ulate their interest in our service and 
products, and then create the desire 
on their part to acquire our service 
or products. With their interest and 
desires aroused the making of friends 
becomes an easy matter to a wide- 
awake credit man, and this combina- 
tion of elements normally results in 
more business to the satisfaction of 
all concerned. Our job is not to 
coerce but to woo people. 

Because of the great and constant 
use of psychology in the daily work 
of the credit man, which after all is 
mainly interest in and understanding 
of human beings and human relations, 
I cannot think of anything other than 
a credit man in terms of a super- 
salesman. Yes, a_super-salesman, 
for the reason that he employs psy- 
chology to the nth degree. (Super- 
salesmanship, as we see it, differs 
from the high pressure artist who, 
for example, sells milking machines 
and approaches a farmer who has 
only one cow and against the poor 
farmer’s will not only sells him one 
milking machine, but two and then 
takes the cow in as down payment.) 


More Than a Service Feature 


SOMETIMES we find manage- 

ment regarding its Credit Depart- 
ment as a service feature only, as just 
one of those business necessities, and 
they fail to see the department has 
any relation to the growth of the 
business. If credit managers in some 
businesses were to walk into a meet- 
ing of the sales, advertising or other 
department heads, many of these men 
would immediately perk up and men- 
tally ask the question, “What are 
you doing here?” This attitude, of 
course, is dead wrong and ruinous to 
any business. Fortunately, credit 
managers are now being viewed with 
a realization of their ability to play 
an active part in the development of 
new business. 


Credit and Financial Management . 


Some will say that only salesmen 
are to be responsible for sales, but a 
really competent Credit Manager who 
understands the possibilities of his 
position and who is: forward. looking 
can build more sound and worthwhile 
sales volume through his constructive 
efforts than that produced by half a 
dozen or more salesmen operating 
under a lax credit policy. 

Perhaps some of us can recall oc- 
casions when the sales manager be- 
ing somewhat disturbed, would say 
that you as a poor credit manager 
were driving more business away 
than could be brought in by ten of 
his best salesman. This declaration 
from a sales department is indeed in- 
teresting. Realizing that we are 
sound and constructive credit men 
and not destructive credit men we 
can immediately evaluate our worth 
and productive possibilities. (It 
might be interesting some time to 
tackle your boss on the theory that 
you should be receiving a salary 
equivalent to that of ten good sales- 
men. ) 


Important Profit Talk 


HEN we think about making our 

jobs economically worthwhile, 
that we practice economies and that 
we produce sales, we then come to 
the important point of—profit talk. 
It seems a shame that there has been 
so much apology for the profit motive 
during the last ten years. Apparent- 
ly some business men seem to forget 
that their customers are also in busi- 
ness to make a profit, therefore why 
all this apology about the profit sys- 
tem? Some people would like to 
have you think that it is almost anti- 
social to even mention the ugly word 
“profit.” Who are these people who 
are attacking profit? In the utility 
field, for instance, we find that many 
of our governmental competitors 
make as their very first move, the of- 
fer to insure private profit by bor- 
rowing private money. This talk 
about eliminating the profit motive 
is plain baloney—let’s all continue to 
be “profit-minded,” for goodness 
knows the margin of profit today is 
plenty narrow as it is. 

While we are on the subject of 
economics as it applies to our profits, 
let us heed this “admonition” Don’t 
Grow Soft. All of us put forth tre- 
mendous efforts during the depres- 
sion years and during that time we 
were not proud of our past due per- 
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centages, loss ratios, volume of credit 
denials, and other yardsticks of the . 
business. But now with the national 


_ defense program in motion, money is 


freer, and our accounts~and records 
are all in better shape, I urge you to 
be ever vigorous and vigilant, main- 
tain your present high standards, 
sustain your financial achievements, 
support the prestige of the credit 
profession, continue fo carry the 
torch, and Don’t Grow Soft. 


Statesmanship In Business 


HERE is a difference between a 

politician and a statesman. There 
is a difference between a poor credit 
man and a good credit man. A poor 
credit man, like a politician, unfor- 
tunately is all too often led by bad 
influences, but a good credit man, 
like a statesman, is a leader who for- 
mulates his own ideas and decisions; 
who by the force of his character, his 
integrity and the power of his ideals 
becomes a leader in his business and 
in his community. As an admirable 
example of business statesmanship 
we have our own Mr. Henry H. Hei- 
mann whose brilliant leadership we 
respect profoundly and who inspires 
us to carry on with his challenging 
words, “Guarding the Nation’s Prof- 
its.’ Oh yes, it is easy to go with 
the wind, it’s easy to go with the 
crowd, but it is difficult to stand four- 
square against pressure, to recognize 
an ideal and to stand for that princi- 
ple at all costs. To you as career 
nien in the credit world, I say, as we 
plan for tomorrow, as we build for 
the future, let us make sure that we 
are building into our lives those qual- 
ities of higher business ethics and 
characteristics of statesmanship that 
broaden the fields of better under- 
standing, better relations, and better 
standards of American life. 

It’s a big thing being a credit man 
these days—it’s a big thing being a 
business man today. Let’s continue 
to look forward with pride upon our 
jobs and our profession as Scientific, 
Psychological, Economic and States- 
man-like. It is therefore with su- 
preme conviction that I say to you 
again—“I?’s a Credit to Be a Credit 
Man.” 


Nationality 
Employer: “Surely, Miss Jenks, 
you know the King’s English?” 
Typist: “Of course he is. Who- 
ever said he wasn’t?” 
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Investor and the Balance Sheet 


Accountants Tell What to Look For 


financial statements, often  re- 

garded as mysteries by the aver- 

age investor, are cleared up in 
“Financial Statements—What They 
Mean,” a pamphlet just published by 
the American Institute of Accountants 
for wide public distribution. 

Leading certified public accountants 
and a number of corporation execu- 
tives acted as advisors to a special 
committee of the Institute which pre- 
pared the pamphlet. It stresses the 
importance of financial statements as 
required reading for the man or 
woman who owns shares. 

The new volume is a handy guide 
for the shareholder in his search for 
information in balance-sheets and in- 
come statements. It explains, among 
other points, how “assets,” “surplus,” 
“liabilities” and “reserves,” as shown 
in balance-sheets, have acquired tech- 
nical meanings slightly different from 
those of ordinary everyday conversa- 
tion. 

The average citizen takes time to 
investigate several models before he 
buys an automobile, the authors of the 
new pamphlet point out, but he may 
invest a thousand dollars in the capital 
stock of a corporation on a hunch. 
The authors urge every investor to 
read the financial statements of com- 
panies in which he is interested. 

Fourteen points about balance- 
sheets and other financial statements 
are presented in the pamphlet, the 
contents of which also include a con- 
vincing answer to the. oft-repeated 
query: “Why does the balance-sheet 
balance?” The volume also shows 
that, despite the fact they are ex- 
pressed in dollars and cents, financial 
statements do not profess to be mathe- 
matically exact reports of position or 
‘earnings, since judgment and opinion 
must enter into the determination of 
those matters. 

The pamphlet points out: 

“Profit during any given period and 
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financial position at any given time 
depend in large part upon judgment. 
The presentation of various items in 
financial statements is based upon 
estimates of such factors as the proba- 
bility that money due the company 
will be collected, the probability that 
the company can obtain a fair price 
for the goods or services it intends to 
sell, the probable useful life of its 
buildings and machinery. 

“Financial statements, therefore, 
reflect probabilities as well as facts. 
Human judgment and opinion, guided 
by accepted rules and principles of 
accounting, must determine how these 
probabilities shall be expressed. The 
company’s financial officers must ex- 
ercise judgment in preparing financial 
statements and related explanations. 
The independent certified public ac- 
countant who examines these financial 
statements must express his profes- 
sional opinion concerning their ade- 
quacy.” 


The Value of a Share 


ONE common error made by the 

general investing public in inter- 
preting financial statements in terms 
of the value of shares of stock is 
pointed out and corrected in the 
pamphlet. It states that the value of 
a share depends ordinarily upon the 
income which it may yield in divi- 
dends, adding: 

“The fact that a company owns a 
plant and other property which cost a 
million dollars, and has a hundred 
thousand shares of stock outstanding, 
does not mean that each share is 
worth ten dollars. If the company 
cannot operate profitably, it probably 
could not sell its plant and property 
for what it cost. If it does operate 
profitably, the company is unlikely to 
sell out its productive equipment. In 
neither case, can the stockholder ex- 
pect to recover his proportionate share 
of the cost of plant and property. 
The value of a share of stock, there- 
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fore, depends primarily upon expected 
earnings, not upon what the company 
owns.” 

The shareholder is advised in the 
pamphlet not to put too much stress 
cn a single year’s earnings in his 
efforts to get a picture of the pros- 
pects or position of a company in 
which his money is invested. 

“A series of income statements 
covering a number of recent years,” 
the authors of the booklet point out, 
“generally provides more useful infor- 
mation than a_ single statement. 
Marked fluctuations in earnings from 
year to year, and any tendency of 
profits to increase or decrease over a 
period of years, deserve special 
attention.” 


Other Factors 


HE investor also is told in the 

pamphlet that many important 
facts which affect a company’s welfare 
cannot be found in its financial state- 
ments. These facts include the ability 
of the managing executives; general 
business prospects, and the outlook of 
the industry as a whole; taxes and 
tariffs, and Federal and state legisla- 
tion. 

“For such information,” it is said, 
“the investor should consult annual 
reports of the company’s officers, gov- 
ernment bulletins, the financial press, 
and similar sources.” 

Subjects discussed in the pamphlet 
under appropriate headings include 
the independent auditor’s report which 
accompanies most financial  state- 
ments, and what that report, often 
mistakenly called a “certificate,” tells 
the investor; judgment and opinion, 
the income statement, the balance- 
sheet current, fixed and intangible 
assets ; reserves, capital stock, surplus 
and footnotes. The pamphlet is pri- 
marily concerned with the financial 
of manufacturing and 
merchandising corporations. 

The following are interesting ex- 
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cerpts from the pamphlet, presented 
through the courtesy of Robert W. 
Mears of the staff of the American 
Institute of Accountants : 


Judgment and Opinion 


66 ANY think that income state- 

ments, because they are ex- 
pressed in dollars, profess to be exact 
calculations of profit or loss. This is 
not true. Nor do balance-sheets, al- 
though they are also expressed in 
dollars, profess to show with mathe- 
matical exactitude the financial posi- 
tion of a company. 

“*Profit’ during any given period 
and ‘financial position’ at any given 
time depend in large part upon judg- 
ment. The presentation of various 
items in financial statements is based 
upon estimates of such factors as the 
probability that money due the com- 
pany will be collected, the probability 
that the company can obtain a fair 
price for the goods or services which 
it intends to sell, the probable useful 
life of its buildings and machinery. 

“Financial statements, therefore, 
reflect probabilities as well as facts. 
Human judgment and opinion, guided 
by accepted rules and principles of 
accounting, must determine how these 
probabilities shall be expressed. The 
company’s financial officers must ex- 
ercise judgment in preparing financial 
statements and related explanations. 
The independent certified public ac- 
countant who examines these financial 
statements must express his profes- 
sional opinion concerning their ade- 
quacy. 

“Every investor wants to know: 
‘How much money will I receive in 
dividends?’ No one, of course, can 
foresee the future, but the company’s 
financial statements provide some of 
the information necessary to judge 
the possibilities intelligently. 

“Dividends come from earnings— 
either current or accumulated—al- 
though in any given year there is no 
necessary relation between earnings 
and dividends. 

“*X Company Earns $1.17 Per 
Share.’ This is a typical newspaper 
headline. It attempts to summarize 
for the reader information about 
earnings which is presented in the 
company’s income statement. But 
neither this figure, nor any other sin- 
gle figure, can give the investor a 
reliable indication of the success of 
the company’s operations and, there- 
fore, the probability of future divi- 
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dends. Some of the questions which 
must be answered, before he can in- 
terpret such a headline intelligently, 
are the following: 

“Were earnings per share greater 
or less than during the preceding 
year? Have there been any large ab- 
normal revenues or expenses? Has 
adequate allowance been made for the 
wearing out of the company’s build- 
ings and machinery? Have there been 
any significant changes in the com- 
pany’s accounting methods which 
might alter this earnings figure as 
compared with that for the preceding 
year? Have the earnings been com- 
puted in accordance with accepted 
accounting principles? The answers 
to such questions can be found in the 
company’s financial statements, with 
related footnotes, and the report of 
the independent certified public ac- 
countant who ‘audits,’ or reviews, the 
statements. 


“How Much Will My Shares 
Be Worth?” 


66 ANOTHER question in the mind 

of every investor is ‘How much 
will my shares of stock be worth?’ 
Here, again, future events will largely 
determine the answer, but a study of 
the company’s financial statements is 
necessary as a basis for an intelligent 
opinion. 

“The value of a share of stock de- 
pends ordinarily upon the income 
which it may yield in dividends. The 
fact that a company owns a plant and 
other property which cost a million 
dollars, and has a hundred thousand 
shares of stock outstanding, does not 
mean that each share is worth ten 
dollars. If the company cannot oper- 
ate profitably, it probably could not 
sell its plant and property for what 
it cost. If it does operate profitably, 
the company is unlikely to sell out its 
productive equipment. In neither 
case, can the stockholder expect to 
recover his proportionate share of the 
cost of plant and property. The value 
of a share of stock, therefore, depends 
primarily upon expected earnings, not 
upon what the company owns. 

“At any given time, of course, the 
price which an investor can obtain 
for securities is the amount which 
someone else is willing to pay for 
them. Shares of stock may sell for 
more or less than they appear to be 
worth on the basis of earnings and 
dividends, depending partly upon 
current interest rates and variations 
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in the supply of and demand for at- 
tractive investments, Their prices are 
affected by the operations of specula- 
tors who buy and sell securities, hop- 
ing for quick profits, as well as by 
the carefully estimated valuation put 
upon them by informed investors. A 
company’s financial statements give 
no indication of the present ‘market 
value’ of its stock, but they do provide 
the stockholder with information 
which helps him to judge the real 
worth of his shares. 


The Income Statement 


eH) VERY business, from the one- 

man peanut stand to the huge 
steel company with hundreds of thou- 
sands of stockholders and tens of 
thousands of employees, performs cer- 
tain basic operations. It buys goods 
and sells goods, as the peanut man 
does. It makes goods and sells goods, 
as the steel company does, or it pro- 
vides a service, as a railroad or a 
barber does. Income statements indi- 
cate how much money has been made 
er lost from these basic operations 
and from incidental activities. 

“Most income statements show in- 
come and expenses resulting from 
each of two distinct sources: the basic 
operations which the business is or- 
ganized to perform, and incidental 
activities. The investor will naturally 
wish to identify these two groups of 
iucome and expenses, even though 
they may not be specifically labeled. 
It is of primary interest to him to 
know whether the basic operations of 
the company are profitable. 

“Income and expenses resulting 
from basic operations include amounts 
received from the sale of goods and 
services, costs incurred in buying or 
manufacturing goods which the com- 
pany has sold, selling expenses, ad- 
ministrative expenses and wages, as 
well as taxes, which have become an 
increasingly important element in the 
cost of doing business. Income and 
expenses resulting from incidental 
activities include such items as inter- 
est and dividends received on securi- 
ties owned by the company, interest 
paid on its bonds, and gain or loss 
resulting from the sale of investments 
or property. 

“In addition, there may be ‘non- 
recurring’ income, such as gains re- 
sulting from the collection of a favor- 
able legal judgment, and non-recur- 
ring expenses, such as losses due to 
hurricane, flood, fire or sabotage. 




















































































“A series of income statements, 
covering a number of recent years, 
generally provides more useful infor- 
mation than a_ single statement. 
Marked fluctuations in earnings from 
year to year, and any tendency of 
profits to increase or decrease over a 
period of years, deserve special 
attention. 


The Balance-Sheet 


66" HE balance-sheet is often mis- 
interpreted. Some misunder- 
standing may be due to the use of such 
terms as ‘assets,’ ‘liabilities,’ ‘surplus,’ 
and ‘reserves’ which, in accounting, 
have acquired technical meanings 
somewhat different from the ordinary 
meanings of these words as they are 
defined in standard dictionaries. 

“It is commonly said that items 
listed under ‘assets’ in the balance- 
sheet indicate what the company owns 
and how much is due it, while items 
under ‘liabilities’ indicate how much 
money the company owes. The item 
of ‘surplus’ is said to indicate what 
is left over. This is over-simplifica- 
tion. It is correct to say that the 
balance-sheet shows the ‘position’ of 
a company, but even this term needs 
explanation to be thoroughly under- 
stood. 

“One important fact which must be 
remembered is that the balance-sheet 
is basically historical—that is, it re- 
cords the results of events which have 
happened. For this reason, cost is the 
primary basis of stating what the 
company owns. The _ balance-sheet 
does not attempt to show what the 
business is ‘worth’ in the sense of an 
amount which might be realized if it 
were to be liquidated immediately— 
that is, if all its property were to be 
sold and the proceeds used to pay 
debts. Amounts shown in the bal- 
ance-sheet are based on the assump- 
tion that. the company will continue 
in business indefinitely. 

“The balance-sheet does list assets 
and liabilities, as those words are 
commonly understood, but usually it 
also includes under the heading of 
‘assets,’ benefits, such as ‘goodwill,’ 
which ordinarily cannot ‘be valued 
precisely and are therefore carried at 
some conventional figure, in order to 
show their existence. Among the 
other balance-sheet items are pay- 
ments made in advance and costs in- 
curred for future benefits, which are 
therefore to be charged against earn- 
ings of future years. All these types 
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of items are described briefly in the 
following pages. 


Current Assets 


¢¢¢*URRENT assets are in the form 

of cash on hand or in banks, 
and goods and claims which can be 
converted into cash within one year. 
They include marketable securities 
owned by the company, accounts re- 
ceivable, notes receivable and ‘inven- 
tory’ or stocks of materials and 
merchandise on hand. 

“Cost, as has been said, is the pri- 
mary basis upon which assets are 
stated. Probable profits are not re- 
ported until actually realized and, 
consequently, if the market price of a 
current asset rises above cost, the cost 
figure is retained in the balance-sheet. 
If, however, a drop in market price 
below cost of materials or merchandise 
on hand, or marketable securities, in- 
dicates that cost will probably not be 
recovered in full through sales, it is 
customary to recognize as a current 
asset only that portion of cost that 
will probably be recovered, and to 
report this lower figure in the balance- 
sheet. 

“From accounts receivable and 
notes receivable, which indicate money 
due the company, there is usually de- 
ducted an allowance for estimated 
losses because of bad debts. This de- 
duction reduces the amount at which 
receivables are listed in the balance- 
sheet to the estimated amount which 
the company expects to collect. 


Fixed Assets 


‘¢QIXED assets such as_ land, 
buildings, and machinery, are 
usually listed in the balance-sheet at 
cost, an amount which may differ 
materially from the price which they 
would now command if sold.. As it is 
assumed that the-company will con- 
tinue in business, there is no present 
intention to sell them, and therefore 
the amount for which they might be 
sold in any given year is relatively 
unimportant for the investor. 

“Over the life of an. enterprise, 
buildings and machinery decline in 
usefulness owing to wearing out, or 
‘depreciation,’ and the development of 
improved materials and methods, or 
‘obsolescence.’ In the balance-sheet, 
an allowance for the accumulated loss 
in usefulness of fixed assets, owing 
to wearing out or obsolescence, is 
deducted from the amount at which 
those assets are carried, although 





sometimes only the amount remaining 
after deduction of depreciation is 
shown. Correspondingly, each year 
the amount of depreciation estimated 
to be applicable to the operations of 
that year is treated as a cost and 
deducted from earnings. This amount 
is either shown separately in the in- 
come statement or is included in the 
item ‘cost of goods sold.’ 

“Fixed assets which wear out, such 
as buildings and machinery, are some- 
times spoken of as ‘deferred costs’— 
that is, costs incurred for the future 
production of goods to be sold. Such 
costs quite properly should be charged 
gradually against earnings over the 
period of years during which the 
goods are produced and sold. This 
helps to explain depreciation as a cost 
of production. 

“Under special circumstances, fixed 
assets are sometimes listed in balance- 
sheets at ‘appraised values—amounts 
<letermined by appraisers, or experts 
in valuation. Such appraisals may 
result in reducing or increasing the 
amounts at which those fixed’ assets 
are listed. Good accounting proce- 
cure requires that if fixed assets are 
listed on any basis other than cost 
the basis be described in the balance- 
sheet. 

“Intangible assets, such as good- 
will, patents, trademarks, copyrights 
and franchises, the value of which can 
seldom be determined accurately, may 
be listed in the balance-sheet, more 
or less arbitrarily, at one dollar or at 
substantial amounts, running into 
many thousands of dollars, based 
upon the cost of acquiring these in- 
tangibles or some other historical 
basis. 


Deferred Charges 


‘6A. BUSINESS often pays in ad- 

‘vance for some of the services 
which it requires, for example, in the 
form of rent, insurance premiums or 
advertising expenditures. To the ex- 
tent that such prepayments cover 
services to be rendered after the date 
of the balance-sheet, they are listed 
under the heading of assets as ‘prepaid 
expénses.’ 

“ “Deferred charges’ are costs which 
the business has incurred during the 
current or a previous period — but 
which are properly chargeable against 
earnings of future years. A commion 
example’ is ‘bond discount and ex- 
pense.’ When a company issues 
bonds, it sometimes receives less than 
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the face amount of the bonds which 
it will ultimately have to pay. The 
difference between what it receives 
and the face amount is composed of 
the discount often deducted from face 
value in order to make the bonds 
saleable, compensation to investment 
bankers who distribute them, and 
legal, accounting and printing ex- 
penses. 

“These items which make up bond 
discount and expense are lumped to- 
gether and charged against earnings 
over the period of years during which 
the bonds remain outstanding—that 
is, until the date when their face 
amount must be paid by the company. 
Any balance of bond discount and 
expense which has not yet been 
charged against earnings is listed in 
the balance-sheet under the heading 
of ‘assets,’ although obviously this de- 
ferred charge is not an asset in the 
ordinary sense of that word. 

“Liabilities of the company, such 
as accounts payable and all other debts 
due within one year, are reported in 
the balance-sheet as ‘current liabili- 
ties.’ Bonds, long-term notes, and 
other long-term debts are listed sepa- 
rately. These liabilities are listed at 
the face amounts of the debts. Lia- 
bilities which may arise as a result of 
pending lawsuits, guarantees, or other 
unpredictable events, are considered 
‘contingent liabilities’ and are rarely 
added into the total of the balance- 
sheet, but are usually described in 
footnotes. 


Capital Stock 


sor[’ HE owners of a corporation 

are its stockholders. The ac- 
count which shows their investment in 
the corporation is ‘capital stock.’ The 
stockholders also own, subject to re- 
strictions, the earnings made by the 
company but not yet distributed. The 
investment of the owners and the un- 
distributed earnings are usually shown 
separately in the balance-sheet. Capi- 
tal stock which has previously been 
issued to stockholders but since re- 
acquired from them by the company, 
thereby reducing the total amount of 
capital stock in the hands. of stock- 
holders, is listed in the balance-sheet 
as ‘treasury stock.’ 

“Surplus, like capital stock, is an 
‘ownership’ item. Obviously what the 
stockholders ‘own’ (capital stock plus 
surplus) is represented by the amount 
remaining after liabilities are deducted 
from assets. In other words, surplus 
is the amount by which the sum of 
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This pamphlet attempts briefly 
to acquaint the investor with a 
subject which is complex but of 
vital importance to him. An ef- 
fort is made in these concluding 
pages to summarize the principal 
points here presented: 

1. Financial statements are 
summaries of the accounts and 
records of an enterprise. 

2. The income statement, the 
balance-sheet, and the surplus 
statement are the financial state- 
ments most important to the in- 
vestor. 

3. The balance-sheet reports 
the status of the enterprise at 
the end of a company’s business 
year. The income statement re- 
ports operations—income and 
expenses—during the year. 

4. Financial statements do not 
profess to show with mathemat- 
ical exactitude either financial 
position or profit or loss of an 
enterprise, but are based largely 
upon judgment and opinion. 

5. No single figure is a reliable 
indication of a corporation’s suc- 
cess or probable dividends. 

6. The value of a share of 
stock of any corporation which 
expects to remain in business or- 
dinarily depends upon the earn- 
ings of the company, not upon 
its assets. 

7. Sources of earnings—that is, 
whether they result from basic 
operations of the enterprise or 
incidental activities—are of pri- 
mary interest to the investor. 

8. The trend of earnings in re- 
cent years may be more signifi- 
cant than earnings reported for 
any single year. 


the assets exceeds the sum of the 
liabilities and capital stock. 

“The presence of surplus has no 
relation to the amount of cash avail- 
able, nor does it alone justify the ex- 
pectation of a dividend. The excess 
amount of assets over liabilities plus 
capital stock, indicated by surplus, 
inay in a given case be represented 
by the bricks and mortar of a plant. 
Few successful and established cor- 
porations could pay out to stockhold- 
ers the full amount of surplus shown 
in their balance-sheets without seri- 
ously handicapping or wrecking their 
business operations. 


The Surplus Statement 


‘6B ECAUSE of the importance of 

surplus, this item or group of 
items is usually analyzed in a special 
section of the income statement or in 
a separate form called the. surplus 
statement. This statement shows the 
amount of surplus at the beginning of 


FOURTEEN POINTS 
(A Summary) 


9. “Assets,” “liabilities,” “sur- 
plus,” and “reserves,” as these 
words are used in balance-sheets, 
have technical meanings some- 
what different from their ordi- 
nary meanings in every-day lan- 
guage. 

10. Balance-sheets are essen- 
tially historical records. Cost, 
therefore, is the primary basis at 
which assets are stated, though 
current assets are usually carried 
at the lower of cost or market. 
Fixed assets are usually reported 
at cost. Liabilities are generally 
listed at the face amounts of the 
debts. 

11. Balance-sheets usually in- 
clude among the assets, in addi- 
tion to cash and other property, 
intangible benefits such as good- 
will—often listed at nominal 
amounts—payments made in ad- 
vance and deferred costs to be 
charged against future earnings. 

12. The presence of surplus or 
reserves in a balance-sheet has 
no relation to amounts of cash 
available nor does it necessarily 
suggest that a dividend can be 
paid. 

13. Footnotes are an integral 
part of financial statements and 
include important information 
for the investor. 

14. The report of the indepen- 
dent auditor, which accompanies 
most published financial state- 
ments, expresses his professional 

' opinion as to whether or not the 
statements adequately present 
the earnings and the status of the 
company in accordance with ac- 
cepted accounting principles con- 
sistently applied. 





the year, amounts added during the 
year as income from basic operations 
and incidental activities, subtractions 
for dividends distributed from sur- 
plus, and the balance remaining in the 
surplus account at the end of the year. 

“Some companies from time to time 
reflect in surplus various adjustments 
in other accounts. Frequently, these 
adjustments include revisions of earn- 
ings reported for earlier years. Over- 
estimates or underestimates of income 
taxes, for example, may not become 
apparent for a considerable period. 

“The presence of a ‘reserve’ in a 
balance-sheet does not necessarily 
mean that the specified sum of money 
has been set aside for the particular 
purpose indicated. There are several 
kinds of reserves in financial state- 
ments. Deductions from assets to 
make allowance for bad debts or de- 
preciation are often called reserves. 
In addition, there are operating re- 
serves, often described as _provi- 
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sions’ for liabilities of indeterminate 
amounts, such as taxes, or injuries 
and damage claims; and surplus re- 
serves, which are simply a part of 
the owners’ equity which has been 
appropriated for such purposes as a 
‘sinking fund’ to provide for retire- 
ment of bonds when they become due. 
“The accounts from which the bal- 
ance-sheet is prepared are kept in ac- 
cordance with the principles of dou- 
ble-entry bookkeeping. This is a 
device which helps to check the ac- 
curacy of the entries and to avoid 
inistakes. It accomplishes these ends 
by the simple expedient of entering 
each transaction twice—once as what 
is called a “debit” and once as what 
is called a “credit.” An axiom of 
double-entry bookkeeping is that for 
every debit there must be a corre- 
sponding credit. When all the debits 
are added together and all the credits 
are added together, the totals of the 
two columns are naturally the same. 
The two sides of the balance-sheets 
are simply totals of debits and credits, 
condensed and rearranged. There- 
fore, the two sides must balance. 


a OOTNOTES, which accom- 

pany most published financial 
statements, contain supplementary 
comments and explanations which 
help the investor to understand and 
interpret the figures. They also may 
describe transactions or items which, 
because of their indeterminate nature, 
cannot be included in the body of the 
statements. They may define unfa- 
miliar terms, or they may explain im- 
portant accounting policies, restric- 
tions on the payment of dividends, or 
the basis on which items are listed 
in the balance-sheet. 

“These footnotes are an integral 
part of the financial statement which 
they accompany. Unless the investor 
studies and understands them he 
cannot understand the items to which 
they refer. Footnotes are required to 
clarify the meaning of financial state- 
ments because accounting depends 
not only upon indisputable facts but 
also upon human interpretation. 


*¢ FREQUENTLY, the investor 

fails to realize the importance 
to him of the “auditor’s report” which 
accompanies most published financial 
Statements. Over and over again, 
anyone who tries to read and under- 
Stand these statements is struck by 
the necessity for exercise of judgment 
in the presentation of almost every 
item. 
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Paying for National Defense 


Princeton Professor Offers Finance Plan 


pay for national defense has had, 

until very recently, only casual 

attention despite its importance. 
The First Revenue Act of 1940 con- 
tained special tax levies to be ear- 
marked for defense, but the unfor- 
tunate fact has been that the proceeds 
of both the First and the Second Rev- 
enue Acts of 1940 have not sufficed, 
thus far, to cover the ordinary fed- 
eral expenditures apart from the 
emergency defense program. Since I 
do not regard the latest increase in 
the debt limit as an adequate meas- 
ure, it is therefore correct to say that 
only after the expiration of almost a 
year of intensive defense preparation, 
during which plans have been laid 
out for spending more than 40 bil- 
lions on this purpose, do we come at 
last to a conscideration of how and 
where to get the money. 

The creation of a huge mass of 
specialized defense equipment by a 
nation, which, until the threat to its 
security has become imminent, has 
been concerned only with peaceful 
pursuits, has involved a frantic rush 
and a relatively large diversion of 
current product to the military pur- 
poses. Military expenditure involves 
such a diversion at any time, but 
when a system of national defense had 
developed and expanded gradually 
over a period of years, the annual rate 
of the diversion of current product 
from civilian use and consumption is 
moderate. 

In our present circumstances, be- 
cause of the time element and the im- 
menses scale of the program, the de- 
gree to which the result of productive 
effort must be diverted from ordinary 
consumption to defense uses is ap- 
palling. We have committed our- 
selves to a huge armament program 
on our own national account, and we 
have undertaken, in addition, to be- 
come the manufacturing. arsenal for 
England, China and any other coun- 


= The practical question of how to 
. 
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By HARLEY L. LUTZ 
Professor of Public Finance, Prince- 
ton University 
try which can hold out against ag- 
gression until our supplies are pro- 

duced and delivered. 


All-out Production 


I' IS not generally appreciated, as 

yet, that the “all-out” defense pro- 
gram, when it eventually gets under 
way, will require a substantial part 
of our total current production. The 
critical situation already in evidence 
with respect to certain materials will 
spread over a much wider area. This 
will mean, inevitably : 

(1) That the proportion of total 
goods produced which will be avail- 
able for civilian use must be mate- 
rially lessened . The automobile pro- 
gram for 1942 has already been cut by 
20 per cent. Other production pro- 
grams will also be cut. Some mate- 
rials will be wholly withdrawn from 
the civilian market. The underlying 
theory of priority control is the cur- 
tailment of private use. 

(2) That the standard of living 
must be correspondingly lowered. 
Anything that reduces the supply of 
ordinary consumer goods reduces the 
living standard, for that standard is 
far more closely dependent upon the 
quantity of goods available for con- 
sumption than it is upon the supply 
of purchasing power. 

The people, as a whole, are en- 
gaged in turning out a great mass of 
goods of every description, from 
farm products and iron ore to shoes, 
clothing, machine tools and _ ships. 
This immense heap of goods, valued 
at current prices, constitutes the 
“national income produced.” Much 
of it normally emerges as consumer 
goods, but some of it becomes tools 
and machinery for use in further pro- 
duction. As already pointed out, a 
substantial part of it is destined, to- 
day, to become the implements and 
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materials of warfare, and the ma- 
chines for making munitions. 

There is, then, a double drain on 
our productive forces, for we lose, 
first, the present opportunity of con- 
suming goods which could have been 
made had it not been for the defense 
program; and we lose, second, the 
addition to our productive tools 
which could have been made out of 
the war materials. To illustrate, we 
shall be deprived of automobiles, and 
also of the tools necessary to make 
more and better automobiles, because 
of the war demand for steel, alumi- 
num, chromium and other metals, 
and for the machines required to fab- 
ricate them into tanks and guns.’ 


“Income Paid Out” 


HE people, as a whole, receive a 

certain volume of income pay- 
ments for the work done in produc- 
tion. This is known, in the aggregate, 
as “income paid out”. It consists of 
salaries and wages, interest and divi- 
dends, rents and royalties, commis- 
sions, fees, bonuses, and the like. 
Under normal conditions, the spend- 
ing and investment of the personal in- 
come received absorbs the stock of 
goods produced. Thus there is a 
cycle of production payment of in- 
comes to individuals, and a return 
flow of this income into the produc- 
tive process through spending and in- 
vestment. 

With the huge defense program 
thrust into this cycle, requiring for 
the extraneous purposes of a war a 
substantial proportion of the total 
goods produced, the result is that the 
people will receive a total of income 
payments much in excess of that re- 
quired to purchase, at current prices, 
the goods which will be available for 
their consumption. The people will 
be paid for making the total quantity 


-of goods produced, but their con- 


sumption will be limited to the goods 
not taken for the defense program. 
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There is general agreement that to 
avoid a disastrous competition for 
goods, growing out of the fact that 
the people are in possession of pur- 
chasing power disproportionate to the 
quantity of available goods at current 
prices, it is necessary to siphon off a 
substantial part of the excess  pur- 
chasing power. Unless this is done, 
and done promptly, price increases 
are inevitable. 

For years there has been talk of in- 
flation, yet none of consequence has 
appeared, and the old story has been 
revived about the shepherd boy who 
frightened the peasants by crying, 
“The wolf! The wolf!” In the old 
tale the wolf eventually came and 
there were no guardians of the flock 
at hand. Those who have warned of 
inflation have seen the steady piling 
up of the materials out of which in- 
flation is made. It has been like the 
piling up of crates and boxes when 
the boys are getting ready to celebrate 
a football victory—safe until some- 
body touches a match to the pile. 

Under the present conditions of in- 
creasing strain on productive re- 
sources it will be hard to keep the 
match away from the inflation bon- 
fire. The way to avoid the fire is to 
dampen the inflation kindling wood 
‘by curtailing purchasing power as the 
supply of available goods is curtailed 
by the defense requirements. 


Siphoning Excess Purchasing 
Power 


"THERE are two ways of siphoning 

off excess purchasing power, 
namely, by taxation or by borrowing 
‘in such a way as to absorb a portion 
‘of current individual incomes. The 
‘Treasury program involves use of 
‘both methods. In brief the proposal 
is: 

(1) Raise two-thirds of the total 
‘budget, now estimated at 19 billions 
for 1942, by taxation, and one-third 
‘by loans; 

(2) Borrow from the people rather 
‘than from the banks. 

Although this program points in 
‘the right direction, it is seriously de- 
ficient in several réspects, to which 
‘your attention is directed: 

1. It proposes to tax too little and 
‘to borrow too much. On the surface 
the ratio of two-thirds taxes—one- 
‘third loans sounds good, but there is 
‘no necessary virtue in this formula. 
‘There is no assurance that the 1942 
‘expenditures will not exceed 19 bil- 
lions, but the proposed tax program 
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is limited to a figure which would 
maintain the ratio only if the assumed 
total were correct. 

Furthermore, we must consider the 
significance of the one-third, in terms 
of debt increase. Should the tax es- 
timates prove too optimistic, or should 
the appropriations materially exceed 
19 billions, and both contingencies 
are possible, the required borrowing 
will exceed six and one-third billions. 
Indeed, we have excellent prospects, 
under the Treasury program, of be- 
ing saddled in a short time with a 
debt of 90 billions or more. Secre- 
tary of Commerce Jones recently 
warned us to be prepared for a debt 
of 90 billions. 


Huge Debt Disastrous 


I? is my conviction that a huge debt 

would be the worst disaster that 
could befall, one that could not be 
compensated by any number of mili- 
tary or naval victories. On this basis, 
no financing plan can be adequate or 
acceptable which does not aim at a 
cash basis defense, or which, failing 
of that objective, yet comes close 
enough to it to keep debt increase at 
a minimum. It would be a very dif- 
ferent matter were we starting from 
the debt level of 1916, namely, 
$1,225,000,000. We have already 
squandered the cream of our public 
credit resources. It is not now a 
question of a first mortgage on our 
future resources, but of the second 
and third mortgages. Since 1930 we 
have been sowing the wind by our 
debt increase. We shall have great 
difficulty to escape reaping the whirl- 
wind. We have listened to those false 
prophets who told us we could spend 
our way to prosperity, the abundant 
life, security for all. Now, on the 
edge of the precipice of financial 
chaos, we must prepare for defense 
and possibly for war. 

Bear in mind, as you consider the 
possibility of 90 or 100 billions of 
debt, that its interest and amortiza- 
tion charges will be added to an enor- 
mous post-defense budget, which will 
include not less than five, and pos- 
sibly as much as six billions as the 
annual cost of maintaining the new 
army and navy. Bear in mind, too, 
that the real burden of this debt is 
- not to be judged by its relative cost 
in such boom years as the defense 
spending may produce, but in the 
worst years that may lie ahead of us. 
We do not measure the debt-carry- 
ing capacity of a private business by 
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the ratio of debt charges to earnings 
in its best years, but by that ratio in 
the leanest years of the business. 
Why deceive ourselves with respect 
to the national debt and its future 
burden on the people? 

Finally, you should bear in mind 
that the worst menace to our free eco- 
nomic and political institutions lies in 
an enormous public debt. Debt weak- 
ens a nation, and dictators thrive 
upon national weakness. The prin- 
cipal resistance to anarchy at one end 
of the scale and to dictatorship at the 
other, comes from the great middle 
class. Yet the devastation that will 
be produced by the violent measures 
of repudiation which will follow in- 
ordinate debt increase will destroy 
the middle class by destroying its 
economic and political foundations. 


Obstacles In Way of Popular 
Loan 


F borrowing is necessary, the cor- 
rect policy is to borrow from 
the people, and in this respect the 
Treasury has at last turned from the 
folly of past years. But at the same 
time it has put two obstacles in the 
way of the success of a popular loan: 
(1) Interest on the new bonds is 
to be fully taxable. To some extent 
this will restrain sales, and there is 
every indication that the added in- 
terest cost will balance, or even ex- 
ceed the additional revenue obtained. 
(2) The proposed severe increases 
of income tax, if adopted, will re- 
duce the funds available for bond 
purchases. The same dollar obvious- 
ly cannot be used simultaneously for 
tax payment and for defense bond 
purchase. If the administration real- 
ly wants to make the defense loan 
popular, it should ask for income tax 
changes to allow credit against gross 
personal income for such investments. 
2. The Treasury’s tax program is 
particularly weak. As its outline re- 
veals, it is merely the first World 
War tax system with the dust brushed 
off. ‘The administration’s opposition 
to methods of taxation that would be 
more effective no doubt prevented 
consideration of any other than the 
conventional taxes. But if we limit 
taxation today to the methods used 
in the first World War, we shall be 
making as great a mistake as it would 
be to send General Pershing’s 1918 
army, equipped as it was then, into 
the field against Hitler’s 1941 mechan- 
ized divisions. 


The most vulnerable aspect of the 
Treasury’s finance program is that it 
proposes to borrow too much, yet its 
narrow, conventional, discriminatory, 
unimaginative tax proposals will not 
produce more than 3.5 billions. To 
get even this sum it is necessary to 
resort to excises of the “nuisance”, 
“chickenfeed” variety. If that pro- 
gram is adopted, some of the people 
will endure crushing taxation now, 
and in the end will carry their share 
of a crushing debt burden. It will be 
as perfect an example of vain sacrifice 
as was the mass murder of the French 
army by the tank and air attack of 
the Germans. 


Small Segment Pays Most 


N particular, the new tax plan is 

objectionable in that its levies are 
so heavily concentrated upon a small 
segment of the people. One-half of 
the contemplated total of 3.5 billions 
is to be provided by severely in- 
creased rates of income, estate and 
gift taxes. More than one-quarter of 
the total is to be provided by heavier 
levies on corporations, the securities 
of which are largely held by the same 
individuals as are to be so severely 
taxed under the new rates of personal 
and estate taxation. The remainder 
is to be obtained from an expanded 
list of excise taxes, to which these 
same individuals will also contribute. 

Some of the arguments advanced 
in support of various features of this 
program are disingenuous in the ex- 
treme. For example, it is proposed 
to retain the present normal tax on 
personal income, but to regard all in- 
come above the personal credits as 
surtax income and to apply also to 
the first $2,000 of surtax income a 
surtax rate of 11 percent. The reason 
given is that individuals own eight 
billion of partially exempt federal se- 
curities, interest on which is exempt 
from normal tax but not from surtax. 
Therefore, a scale of surtax rates 
starting with 11 percent on the first 
dollar of taxable income is said to be 
required to offset this tax advantage. 
But in its long campaign against tax 
exemption the Treasury has argued 
that tax exemption is a valuable 
privilege only to the wealthy. Yet 
they now propose a surtax of 11 per- 
cent on the smallest taxable incomes 
because of the alleged amount of 


‘ escape from taxation in the lowest in- 


come groups by reason of partial tax 
exemption. 
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AN alternative to the Treasury plan 

which is favored by many is a 
federal sales tax. Assistant Secretary 
of the Treasury Sullivan stated that 
a general sales tax had been consid- 
ered and rejected in favor of the new 
excise taxes. Treasury opposition to 
all new taxes was put on the general 
ground of avoiding experimentation 
in favor of the taxes tested by experi- 
ence. We are told that the French 
army preferred the tried and proven 
methods as against the new-fangled 
ways of waging war. In fact, neither 
a sales tax nor a gross income tax is 
wholly untried. 

Mr. Sullivan’s specific objections 

to a federal sales tax are unconvinc- 
ing: 
(1) It would fall “more heavily on 
the very lowest income groups”. 
More heavily than what, is not made 
clear. Certainly not more heavily 
than the burden of price inflation. 
» (2) It would militate against 
achievement of the basic principles 
set forth in the opening of his state- 
ment. These objectives were: 

(a) “The greater part of the cost 
of the emergency defense program 
should be met from current taxes 
rather than from borrowing.” If a 
sales tax would raise more money 
than the proposed tax program, the 
conflict with the objective is not clear 
—in fact it doesn’t exist. 

(b) “The taxes should be collected 
with a minimum of interference with 
the effective mobilization of man- 
power, managerial capacity, business 
enterprise and national resources.” 
These are mere words, so far as the 
alleged conflict goes. 

(c) “The additional tax burden 
necessitated by the emergency should 
be distributed equitably among the 
several segments of our population.” 
But the new program fails to do this. 
It concentrates the tax burden rather 
than distributes it. 

(3) It would require an elaborate 
and expensive administrative organ- 
ization—so will the heavier income 
and excise taxes. 

(4) It would be a double burden 
on articles already subject to excise 
—but the new scale of excise taxes 
raises all of these rates more than a 
sales tax would. 

(5) It is desirable to avoid federal- 
state fiscal conflict—yet the Treasury 
has precipitated such a conflict in its 
campaign to tax state and local bonds. 
Moreover, the state sales taxes now 
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apply to sales of all articles covered 
in the new excises. 


My Plan for Defense Financing 


I COME now to my own program 

for financing defense, which is by 
means of a substantial tax on all in- 
come paid out to individuals, that is, 
on all payments of wages, salaries, 
and other personal earnings, and on 
all interest, dividends, royalties, rents 
and entrepreneurial withdrawals. The 
sales tax is an excellent tax, but I 
prefer the tax on individual gross in- 
comes for these reasons: 
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(1) Individual incomes provide a 
larger base than total sales, and a 
given tax rate will therefore produce 
more revenue. When the changing 
composition of the national income 
and the large proportion of the total 
that now flows out as wages and sal- 
aries are considered, it must be ap- 
parent that only a form of taxation 
which will apply effectively to this 
vast fund can provide adequate reve- 
nue or assure a reasonable distribu- 
tion of the tax load among all seg- 
ments of the population. 

(2) The sales tax is a levy on busi- 


today as nerve strain 


IREMAN'S FUND GROU 


FIREMAN'S FUND INSURANCE COMPANY 


HOME FIRE & MARINE 
OCCIDENTAL 


a y 


DEPENDABLE 


INSURANCE 


FIREMAN'S FUND 
a roth mer Ter 
OCCIDENTAL 


reek 
Too o Atlanta 


eee ea 








o dete. + aes Se ae 

















































































































ness and, either by shifting or by col- 
lection as an “extra”, it tends to cre- 
ate price distortions. Its effects will 
vary widely among. different busi- 
nesses. The gross incorhe tax -will 
not disturb relative prices. All of us 
will be free to make our own de- 
cisions regarding the use of the in- 
come remaining after collection of the 
tax without the barrier of special 
taxes or abnormal price changes. 

(3) The individual gross income 
tax will be collected very largely at 
the source, just as the social security 
taxes on employees are now collected. 
The statements made by Treasury 


officials in the new fiscal program are 
full of references to “ability to pay”. 
No one can define this concept, al- 
though all who use it imply that it 
involves progressive! tax. rates.’ Were 
they asked to say why they want 
progression, their answer would be 
that it represents taxation according 
to ability. 


What Is Ability to Pay? 


[N the hearings before the Ways 

and Means Committee Assistant 
Secretary of the Treasury Sullivan 
defined ability taxes as “those taxes 
which are graduated in accordance 











with the ability of the taxpayer to 
pay.” This is about as close as we 
usually get when we ask for a defi- 
nition of ability. 

I have pointed out many. times that 
insofar as receipt of income signifies 
ability to pay taxes, it does so only 
when the money is in hand. There- 
fore the only true and sensible prac- 
tical application of ability is to collect 
the tax as the income is received. 
This is what my tax does, by deduct- 
ing the tax from each item or install- 
ment of income as it is paid out. 
Anyone can endure a heavier tax, if 
collected at the source, than can be 
endured if payment must be made in 
a few large installments long after the 











) income on which the levy has been wi 

made has been spent. The English in 

: are now subject to a standard income sal 

tax rate of 50 per cent. They can va 

endure such a rate only because of th 

widespread collection at source. mi 

The Treasury’s scheme of selling a he 

special security as a means of saving mi 

FOR TROUB LE to pay income tax is an admission of pa 

the soundness of the criticisms I have th 

made for years against the present 

Designed to meet the kind of system. The expressions “net in- < 

trouble that wishing won't pre- come” and “progressive rates” “ Ww 
, sacred cows, worship of which pre- 

vent, every fighter plane of our bat : ” 
: oe vents realization that the only sensible 

air force must pass rigid tests way to tax income is as that income \ 

before acceptance. These planes, passes to the individual. ac 

as well as the men who make (4) The tax on gross incomes, col- th 

them and the men who fly them, lected at source, would begin to pro- ta 

are a vital part of our defense duce revenue at once. There would et 

against potential aggression. be no lag, such as we now have. The ; 
; income tax lag is an inflationary in- 

FéD clients are well-protected - 


against threatened trouble, too. 


fluence because of the necessity of 


short-term borrowing, usually from 3 
banks, in antici- (Contd. on p. 38) 
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company that has been tested by 0 
the shocks and crises of more Plan Michigan credit parley c 
: Battle Creek—Arrangements for the an- b 

than bait a century and which nual state conference of Michigan units of 

has never failed to meet its obli- the NACM to be held October 16 in Kal- 

. amazoo were advanced at a meeting of the 
gations promptly and fully. association representatives in the Hart Ho- s 
tel here on July 8. Present at the meet- J 
ing were representatives from Battle V 

Creek, Detroit, Grand Rapids, Lansing, 
Jackson, Saginaw, Bay City and Kalama- | 
FIDELITY AND SURETY BONDS zoo. Arrangements for the local meeting t 
BURGLARY AND GLASS INSURANCE were in charge of T. J. Lyon, Credit Mgr., t 
: Kellogg Co. Kenneth Bunting, Crown t 
fi d elity d De osit le ‘eo Paper Co., Jackson, presided. 1 
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/ p c " Curtiss-Wright's . 44 States 

COMPANY OF MARYLAND new Interceptor-Fighter During the past winter and spring ‘ 
BALTIMORE months the legislatures in 44 states i 
> az - passed laws affecting trade. These t 
Since > 1890 changes will appear in the 1942 Credit t 
LL, | Manual of Commercial Laws. 
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who look with broadening vision 

to the final net profits of their 

companies are now cooperating 
with their sales departments to help 
in every way possible to increase 
sales. Credit men are in just as ad- 
vantageous a position to know about 
the activity of markets as are sales 
managers. A market may be classi- 
fied as “active” in the sales depart- 
ment but the credit and collection de- 
partment knows from its records if 
these “active” markets are really 
profitable. The following extract 
from a recent article in the Wall 
Street Journal of New York City 
will be of deep interest to these sales- 
minded credit men. 

“Are you trying to sell something? 
Well, here’s a tip. Concentrate your 
activities on 13 states (we'll name 
them in just a minute) and you'll be 
tapping the bulk of the nation’s buy- 
ers. 

“Residents of these 13 states, in 
which live more than 58% of the 
country’s total population, buy more 
goods and services than all the other 
35 states combined. And, this is im- 
portant, approximately three-fourths 
of the country’s individual federal in- 
come taxpayers reside within their 
boundaries. 

“Here they are: California, Con- 
necticut, Illinois, Indiana, Massachu- 
setts, Michigan, Missouri, New 
Jersey, New York, Ohio, Pennsyl- 
vania, Texas and Wisconsin. 

“As you probably noticed, the na- 
tion’s star customers are not confined 
to any one section of the country, al- 
though a good portion of them are 
located in the industrial areas of the 
middle west and the east. 

“But you don’t have to take our 
word for any of this. It’s all down in 
black and white, with a lot more, in 
the latest revised edition of Popula- 
tion and its Distribution, compiled by 
J. Walter Thompson Co., and pub- 
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13 States Have Most Buyers 


Purchases Exceed Other 35 States 


lished by Harper & Bros. Some of 
the other pertinent facts to be found 
in this volume are an alphabetical list 
oi all incorporated places with a pop- 
ulation of 500 or over; number of 
persons per income tax return for 
each county; distribution of popula- 
tion, both in terms of individuals and 
family units. 

“In addition, there are summary 


How We Stand 
in These 13 States 


The average monthly cir- 
culation of Credit and Finan- 
cial Management for the six 
months ending on June 30, 
was 22,310. The statement 
of circulation issued to ad- 
vertisers shows that C. & F. 
M. circulation in the 13 states 
named in this article for the 
past six months was: 





California 2,293 
Connecticut 277 
Illinois 1,466 
Indiana 893 
Massachusetts 604 
Michigan 1,063 
Missouri 998 
New Jersey 259 
New York 3,663 
Ohio 1,440 
Pennsylvania 1,449 
Texas 605 
Wisconsin 456 

Total 15,466 


tables covering states by population, 
occupied dwellings, income tax re- 
turns, residential telephones, wired 
homes, radio homes, automobile reg- 
istrations and major groups of 1939 
retail sales. 

“But let’s get back to our 13 states. 
A quick glance at the figures shows 
us that 68.19% of all residence tele- 


phones are located in these states, as 
are 63.26% of the total passenger au- 
tomobiles, and 63.38% of home 
radios. 

“Heading the list, of course, is New 
York. With 10.24% of the coun- 
try’s total population, the Empire 
State has 17.26% of the nation’s in- 
come taxpayers, 11.33% of its resi- 
dence telephones, 8.89% of passenger 
cars and 11.27% of all home radios. 

“A rather interesting situation is 
revealed by the figures for California. 
This state has only 5.25% of the na- 
tion’s population, but its percentage 
of income taxpayers, telephones, au- 
tomobiles and radios is much greater, 
being 8.66%, 8.01%, 8.82% and 
6.33%, respectively. 

“Indiana presents an odd picture. 
Here’s a state which accounts for 
2.60% of the total population and has 
only 2% of the country’s income tax- 
payers. But despite this, the figures 
show it has a greater percentage of 
automobiles than several other states 
which have larger percentages of both 
the population and taxpayers. 

“For example, Indiana’s percentage 
of automobiles is 3.24% while that 
of Massachusetts, which has a popu- 
lation figure of 3.28% and income 
taxpayers of 4.89%, is only 2.94%. 

“Figures for states outside the se- 
lect 13 are rather revealing, too. 
There’s Mississippi, for instance. 
This state’s share of the total popula- 
tion is 1.66%, but its share of other 
things, including income taxpayers, 
is considerably less. 

“That income taxpayers are scarce 
in Mississippi is evident from the fact 
that such individuals there account 
for only 0.33% of the total for the 
country. Residence telephones are 
equal to 0.37%, passenger cars, 
0.71% and home radios, 1.07%. 

“The foregoing is just a_ brief 
resume of what you'll find in the 
book’s 429 pages, but it’s enough to 
give some idea of what it’s all about.” 
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Litin American Credit Survey 


26th Semi-Annual Report on Collections 


conditions in 21 Latin American 

markets and the British, French 

and Netherlands possessions in 
the West Indies showed a decided 
improvement during the first six 
months of 1941, and continued the 
definite upward trend indicated in the 
preceding survey covering the final 
six months of 1940. 

Apparently, there has been a defin- 
ite return of confidence in the imme- 
diate future of Latin America on the 
part of American manufacturing ex- 
porters reflecting a similar feeling 
that has been consistently reported by 
recently returned business travelers 
from that area. This situation re- 
flects the effective work on the part 
of our own governmental agencies, 
the Department of State, Department 
of Commerce, Treasury Department, 
Reconstruction Finance Corporation, 
Export-Import Bank, and the Rocke- 
feller Committee on Commercial and 
Cultural Relations Between the 
American Republics. All of these 
agencies have, in turn, been receiving 
the utmost cooperation on the part of 
governmental agencies of various 
Latin American Republics. It empha- 
sizes, too, the understanding and 
goodwill that exists between Latin 
American and our own foreign trad- 
ers and indicates that the necessities 
of each will receive mutual and sym- 
pathetic consideration. 

Latin America is at the moment 
being intensively developed as a 
source of strategic and critical mate- 
rials necessary to our own Defense 
Program. The United States is mak- 
ing every effort to increase its stock 
piles of tin, manganese ore, copper, 
nitrates and other minerals, and we 
have also materially increased our im- 
ports of wines, cheese and other Latin 
American farm surpluses. These in- 
creased imports and a continued de- 
velopment of Latin American re- 
sources are all part of a gigantic 
Western Hemisphere defense pro- 
gram. By increasing our imports of 
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these various items, we help the Latin 
American countries avert the conse- 
quences of the loss of their European 
markets. The dollar exchange thus 
created helps in laying a firm founda- 
tion for a sound internal commercial 
credit structure in most of these coun- 
tries. With only one or two excep- 
tions, this improvement in business 
internally is reflected in the current 
survey. For example, for the first 
time since this Survey was instituted 
thirteen years ago, no market is clas- 
sified as “Slow” or “Very Slow” in 
commercial collections. 

Our government has embarked 
upon a program of preemptive buying 
in some of these markets. We are 
going to buy Brazil’s surplus of all 
strategic raw materials for a two year 
period, primarily manganese ore, and 
efforts are being made to work out a 
similar program in Mexico. While 
it is true that many of the countries 
under survey have exchange and im- 
port restrictions of one sort or an- 
other, apparently when these regula- 
tions are observed and adhered to, no 
difficulties are encountered in securing 
prompt payment of commercial 
drafts, provided, of course, that the 
credit responsibility of the ultimate 
buyer is above reproach. 

American exporters hope that the 
recent acquisition of ships which they 
understand will be allocated to the 
South American run, will alleviate 
the shipping shortage which has come 
about due to the transfer of vessels to 
our Army and Navy needs. When it 
is so necessary to provide the mini- 
mum needs of the South American 
countries and to preserve the channels 
of trade for the post-war period when 


very keen competition may be ex-’ 


pected, exporters believe that every 
effort should be made to further im- 


prove our trade relations with our 
friends to the south, and every effort 
should be made to alleviate any situa- 
tion that places them in a critical po- 
sition due to their inability to obtain 
the necessary imports to maintain 
their internal economy. Some disrup- 
tion of normal trade is unavoidable in 
the light of Western Hemisphere de- 
fense needs, but every effort should 
be made to bridge the gap and assure 
an uninterrupted flow of necessary 
materials to our Latin American 
friends. 

While admittedly a brighter picture 
exists in most countries insofar as the 
average Latin American business 
man is concerned, they are disturbed, 
as are most American business men, 
with the problem of “inability to get.” 
It is quite possible that the hemis- 
phere defense program will accelerate 
this problem in the immediate future. 
It is to be hoped that our increased 
imports from this part of the world 
will make available the necessary 
shipping space to take care of in- 
creased exports that Latin Americans 
hope to purchase in this market. 

The immediate task ahead is to de- 
velop, nourish, and maintain a stable 
consumption in the United States of 
Latin American products. Figures 
indicate that in April, 1941, U. S. 
imports from Latin America were 
running at a monthly rate, which, if 
maintained for a twelve months peri- 
od, would show in dollar figures of 
import value, the importation of 
twice the normal purchases of Contin- 
ental European countries from Latin 
America. If this figure can be main- 
tained in the post-war period, the 
Latin American dollar exchange prob- 
lem will be well on its way to ultimate 
solution. 

More than 200 American manufac- 
turers located in all parts of the coun- 
try, members of the Foreign Credit 
Interchange Bureau of the National 
Association of Credit Men, the ma- 
jority selling in all of the markets 
surveyed, contributed information 
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upon which this survey is based. They 
are exporting all types of manufac- 
tured products on terms ranging from 
sight draft to 120 days date draft and, 
therefore, their combined experiences 
on current credit and collection condi- 
tions are of great value. 

In compiling this survey, no con- 
sideration is given to the question of 
governmental debts or service obliga- 
tions, and the classification of “Credit 
Conditions” refers to the situation 
within the various Latin American 
markets from the commercial point of 
view only, as judged by exporting 
American manufacturers. Comments 
made by those replying to the survey 
under the general heading “Collec- 
tion Conditions” may be considered 
as indicating the current trend based 
on the definite experience of Ameri- 
can manufacturers having commercial 
collection items in the markets sur- 
veyed. 


CREDIT CONDITIONS 


HE first half of 1941 showed a for- 

ward movement on the credit in- 
dex on the part of eighteen countries, 
and in many instances this improve- 
ment was substantial. Members will 
recall that the survey covering the last 
half of 1940 showed a forward move- 
ment on the part of some seventeen 
countries, and in most instances, in 
the opinion of the members of the 
Foreign Credit Interchange Bureau 
contributing to this survey, this im- 
provement has been accelerated dur- 
ing the first six months of 1941. Five 
countries moved down on the credit 
index during the six months period 
under survey, but in no instance were 
any of these drops very severe. One 
indicated ““No Change.” 

Good: Netherlands Possessions, Pan- 
ama, Puerto. Rico, Mexico, Argen- 
tina, Peru, Brazil, British Posses- 
sions, Colombia, Cuba and Uruguay. 
Colombia, Cuba and Uruguay are 

newcomers to this group, moving up 

from their previous classification of 

“Fairly Good” six months ago. All 

of the countries in this classification 

showed a forward movement on the 
credit index, with the exception of 

British Possessions which registered 

“No Change.” 

Fairly Good: Venezuela, Guatemala, 
Dominican Republic, El Salvador, 
Chile, Bolivia, Costa Rica and 
Ecuador. 

Chile, Bolivia and Ecuador are 
newcomers to this group. Chile and 

Ecuador moved up from their pre- 
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vious classification of “Fair,” and Bo- 
livia from its previous classification of 
“Poor.” Incidentally, Bolivia showed 
the greatest improvement of any coun- 
try on the index of credit conditions, 
moving up thirty-six points. 
Fair: Paraguay, Haiti and Honduras. 
Haiti has been in this group on the 
last three three surveys. Paraguay 
has moved down from its previous 
classification of “Fairly Good” to 
“Fair,” and Honduras has moved up 
from its previous classification of 
“Poor.” 
Poor: Nicaragua. 
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Tucked away in an inside pocket is a document newly handed this 
employee by a far-sighted employer. It makes for better living and 


For the document is a Group Insurance Policy with Standard Accident 
of Detroit. It gives hospital care when sickness or accident strikes —- 
insures against loss of earnings and the added expense of disability. 


STANDARD ACCIDENT INSURANCE COMPANY 
Standard Service Satisfies...Since 1884 


Nicaragua showed a decided for- 
ward movement on the credit index, 
but not quite enough to move up into 
the next highest classification. Ap- 
parently, however, an improved trend 
is indicated and if it continues, this 
country should move forward to the 
“Fair” classification at the end of 
1941. 


Very Poor: French Possessions. 


Collections 


As mentioned previously, for the 
first time in the history of this Sur- 
vey, none of the (Contd. on'p. 37) 
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This is modern employee relations at its best! Standard Group Disa- 
bility and Hospitalization Insurance is available to progressive employ- 
ers through any Standard agent or broker. Standard also issues 
modernized policies against loss due to robbery; forgery; embezzle- 
ment; glass breakage; automobile accidents; injuries to self, employees 
or public; and similar hazards. 
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Memphis Zebras 


enjoy barbecue 


Memphis—The Zebra Herd of the Mem- 
phis ACM held a Barbecue in July, ar- 
ranged by Zebra Ed Moseley and his com- 
mittee. At the June monthly meeting, boat- 
ing and fishing preceded a seafood supper 
at the new summer home of Zebra W. F. 
Bradley on Lake Shakoka at Maywood, 
Miss. Twenty-five were in attendance to 
pay honor at the meeting of Grand Ex- 
alted Superzeb George W. Wilkins who 
was chosen to head the national group at 
the New Orleans Credit Congress in May. 

Government defense work has claimed 
the services of Zebra E. A. Murphree a 
past President of the Memphis Assn. 
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New Orleans stages 
big “Victory Dinner” 


The capsheaf of the Convention Com- 
mittee work for the 46th Annual Credit 
Congress was held by the New Orleans 
Credit Men’s Association Thursday even- 
ing, June 26th, in the air-conditioned Tu- 
lane Room, Jung Hotel, scene of the Credit 
Congress sessions in May. 

The President of the New Orleans Asso- 
ciation, Albert P. Spaar, Woodward Wight 
and Company, Ltd., opened the meeting, 
turning it over to Ned Pilsbury, Past Na- 
tional President and General Chairman of 
the Convention. Others seated at the head 
table were National Director J. A. Monier, 
Jr., Wesson Oil and Snowdrift Sales Co., 
and Frederick H. Schrop, Convention Di- 
rector, various members of the Executive 
Committee and their wives. Rectangular 
individual tables, seating eight, beautifully 
decorated, surrounded a hollow dancing 
square in front of the speakers’ table. 
Among the elaborate decorations was the 
official flag of the National Association 
newly-adopted at the 46th Credit Congress. 

Henry H. Heimann, Executive Manager, 
expected to be present but was detained 
owing to urgent duties in Federal defense 
work to which he was recently assigned. 
His message was delivered by Mr. Schrop. 

Chairman Pilsbury called on the various 
committee chairmen for brief addresses and 
insured the briefness of each speaker by 
obliging him to hold a small piece of ice 
and to talk only until it dissolved. Letters 
complimenting the Convention from all 
over the country were mentioned and, fol- 
lowing the dinner, dancing and gaiety en- 
sued. 


LACMA picks Walton 


Los Angeles—On the occasion of the an- 
nual Trade Group Night of the Los An- 
geles CMA, held at the Los Angeles 
Breakfast Club on June 20, the annual 
election of officers and directors took place. 
The following were given the unanimous 
vote of the 450 members present: Pres.— 
M. C. Walton, Southern Calif. Telephone 
Co.; Ist Vice Pres—Wm. A. Taylor, 
Arden Farms, Inc.; 2nd Vice Pres.— 
Walter T. Lundquist, Pacific Perforating 
Co., Ltd.; Treas—Bryant Essick, Essick 
Machinery Co. Directors are: Clora M. 
Harrison, Hunt-Broughton & Hunt, Inc.; 
W. W. Loop, Grinnell Company of the 
Pacific; J. N. Rossell, Dohrmann Hotel 
Supply Co.; Lester F, Fishbeck, Coast 
Packing Co.; H. R. Olson, General Elec- 
tric Supply Co.; K. J. Koebig, Liquid Car- 
bonic Pacific Co. 


Position Wanted 





Fifteen years experience in credit man- 
agement, 12 of which with my present em- 
ployers, a national concern, having jurisdic- 
tion over the credits and collections of five 
branches in the south. Age 45, married. 
Available on short notice. Address Box 
8-A, Credit and Financial Management, 
One Park Ave., New York, N. Y. 





Paul Fielden, advanced, is 
Norton Co. purchasing head 


Worcester—Norton Company, Worcester, 
manufacturers of grinding machines, grind- 
ing wheels and other abrasive products, 
has announced the appointment of Paul 
Fielden as director of purchases. Mr. 
Fielden has been connected with the com- 
pany 21 years as assistant credit manager 
and credit manager. He has been promi- 
nent in local and national credit men’s as- 
sociations and in 1937-1938 was president 
of the NACM. 

John Miller, for a number of years as- 
sistant credit manager of Norton Company, 
succeeds Mr. Fielden as credit manager. 
Mr. Miller has also been active in many 
posts with the local credit association. 

Marcus W. White retains the position of 
purchasing agent, which he has held with 
the company for many years. 


Officers chosen 
at Amarillo 


Amarillo—The annual meeting of the 
Amarillo Assn. was held June 9 at the 
Capitol Hotel. Guest speakers featured in 
the program were J. L. Vance, Sec.-Mer., 
and A. A. Martin of El Paso. Entertain- 
ment was furnished by the singing and 
playing of John Bennett from the Myers 
Music Co. Mr. and Mrs. Billingslea of 
Lubbock were guests. 

J. E. Proper, Panhandle Fruit Co.; G. 
W. Camp, Globe News Publishing Co.; 
and Charles H. Young, Borden and Co., 
were elected to the Board for the next 
three years. 

At a meeting of the Board immediately 
following the general meeting, the follow- 
ing officers were elected: Chairman—sS. J. 
Elkins, Texas M. and M. Co.; Vice Chair- 
man—Charles H. Young, Borden and Co.; 
Treasurer—Grady W. Camp, Globe News 
Publishing Co. 


Pixley heads 
R. I. credit men 


Providence—At the annual meeting of 
the Rhode Island Association of Credit 
Men, Charles G. Pixley of the Newell Coal 
& Lumber Company was elected President. 
Other officers elected to serve with him are 
as follows: First Vice-President, E. Wil- 
liam Lane, American Screw Company; 
Second Vict-President, Sydney J. Hoff- 
man, Franklin Auto Supply Company; 
Secretary, Joseph F. Madden, Nicholson 
File Company; and Treasurer, William H. 
Richard, Providence Pipe & Sprinkler 
Company. 

An Executive Committee of three was 
also elected as follows: Clarence H. Rison, 
Grinnell Company, Inc.; Howard S. Almy, 
Collyer Insulated Wire Company; and 
Camilo Rodriguez, Davol Rubber Com- 
pany. 

Henry T. Farrell was re-appointed Ex- 
ecutive Secretary of the Association and 


-Manager of the Adjustment Bureau. The 


Association’s Board of Directors are the 
following : 
Clarence H. Rison, Grinnell Company, 
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Inc.; Charles G. Pixley, Newell Coal & 
Lumber Co.; E. William Lane, American 
Screw Company; Sydney J. Hoffman, 
Franklin Auto Supply Co.; Shirley Har- 
rington, Mechanics National Bank; Fred- 
erick R. Fishlock, Armour & Company; 
Howard S. Almy, Collyer Insulated Wire 
Co.; Camilo Rodriguez, Davol Rubber 
Company; Joseph L. Price, Equitable Fire 
& Marine Insurance Company; Leonard 
E. Johnson, Gladding’s, Inc.; F. Elmer 
Havens, Hope Webbing Company, Inc.; 
Harrison J. Day, The Narragansett Elec- 
tric Co.; Frank M. Hynes, The New 
Method Finance Corp. 

Joseph F. Madden, Nicholson File Com- 
pany; George H. Smith, Petroleum Heat 
& Power Co.; James M. Goldrick, Pitts- 
burgh Plate Glass Co.; Harry A. Lee, 
Providence Journal Company; Rupert C. 
Thompson, Jr., Providence National Bank; 
William H. Richard, Providence Pipe & 
Sprinkler Co.; M. Norman Hanson, The 
F. E. Spencer Company. 

The Association’s Adjustment Bureau for 
the current year is under the direction of 
President Howard S. Almy; Vice-Presi- 
dent James H. MacNaughton, of Congdon 
& Carpenter Company; Treasurer Clar- 
ence H. Rison; and Secretary E. William 
Lane. Directors of the Bureau are Charles 
E. Allen, Manchester & Hudson Company ; 
Harry A. W. Hayward, Brown & Sharpe 
Mfg. Company; William I. Spalding, 
Oliver Johnson & Co., Inc.; and Camilo 
Rodriguez, Davol Rubber Company. 


El Paso men honored 


El Paso—William Peterson, of Peterson 
Lumber and Paint Co., was recently elected 
President of the El Paso Rotary Club for 
the year beginning July 1, 1941. 

William Blair, Southwestern Portland 
Cement Co., has been appointed Area Co- 
ordinator for the Defense Contract Service, 
O. P. M. This territory extends from 
Stanton, Tex. to Ajo, Arizona. 


Baltimore credit men 
start Red Pencil Club 


The Red Pencil Club has been formed 
in credit circles here with Howard Michel, 
of the First National Bank, as president, 
and will hold regular luncheon meetings 
the third Wednesday of each month. Wil- 
liam Marshall, of Butler Bros., is vice- 
president of the group, and George J. 
Lochner, of the Bal- 
timore Association of 
Credit Men, secre- 
tary-treasurer. The 
board of governors 
comprises V. T. 
Douglas, of Procter 
& Gamble Distribut- 
ing Co.; Charles 
Pardee, of Commer- 
cial Credit Co.; Ar- 
thur L. Franklin, of 
Pittsburgh Plate 
5 Glass Co.; Lemuel 

Mr. Michel Kemp, of Union 

Trust Co.; and Wil- 

liam E. Dodge, of William Deiches & Co.; 
plus the officers of the club. 

The Red Pencil Club is the brain child 
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of Mr. Douglas, who, assisted by William  chel, First National Bank; Stanley Trott, 
E. Moore, of the U. S. Fidelity & Guar- Maryland Trust Co.; Morris Powdermaker, 
anty Co., brought the club into existence. London Guarantee & Accident Co.; Lem- 
Those who become members during the uel Kemp, Union Trust Co.; George J. 
remainder of the year 1941 are to be classed Clautice, Lincoln Nat. Life Ins. Co.; Wm. 
as charter members. Thereafter admission FE. Moore, U. S. Fidelity & Guaranty Co.; 
will be by vote of the club upon recom- D. C. Ward, Union Trust Co.; Walton 
mendation of the board of governors. Loevy, American Credit Ind. Co.; Fred 
The entertainment committee consists of | Reapsomer, Stationers, Inc.; Henry Mey- 
Paul E. Hunter, of American Credit Ind. er, First National Bank; Charles Doud, 
Co.; William Wellmann, of H. P. Cann Arundel Corporation; George T. Brian, 
& Bro. Co., and Stanley Trott, of Mary- Jr., Noxzema Chemical Co:; William E. 
land Trust Co., together with the officers. Dodge, Wm. Deiches & Co.; Louis Lohr- 
The club has already held its first affair fink, General Elec. Supply Co.; R. C. 
with the serving of a buffet supper at the Smoot, The Baxter Paper Co.; Oseian 
Budweiser plant, followed by attendance Hickman, Baltimore Association of Credit 
at the boxing bouts at the Coliseum. Men; A. Vander Horst, Wm. H. Cole & 
The membership to date includes: Earl Sons; Fred Hall, Sherwood Brothers; Paul 
Bromwell, Maryland Trust Co.; Godfrey Costin, Dun & Bradstreet, Inc.; Louis 
Herder, Baltimore National Bank; Harvey Heil, Ditch, Bowers & Taylor, Inc.; W. 
Emmart, Baltimore National Bank; Hugh - Kemp Walker, Ditch, Bowers & Taylor, 
F. B. Kerr, R. W. Norris & Sons; Jacob  Inc.; John D. Sitzler, F. G. Schenuit Rub- 
Pfeiffer, J. P. Pfeiffer & Son; William ber Co; Chas. M. Canedy, The Black & 
Wellmann, Harry P. Cann & Bro. Co.; Decker Mfg. Co. 
Henry Cohen, Loewy Drug Company, - 
Inc.; Ryland G. Bristow, Lyon, Conklin & Plan meeting 
Co., Inc.; V. T. Douglas, Procter & Gam- 
ble Dist. Co.; Paul Hunter, American for September 
Credit Indemnity Co.; Wm. Marshall, Albuquerque—Plans are now being con- 
Butler. Bros.; Charles Pardee, Commer- sidered for a general membership meeting 
cial Credit Co.; Henry Reth, Hubbs & early in Sept. at which it is expected to 
Corning Co.; Arthur L. Franklin, Pitts- have as guest speaker the Executive Man- 
burgh Plate Glass Co.; F. C. Bortner, ager of the NACM, Henry H. Heimann. 
Hynson, Westcott & Dunning, Inc. At the Association’s annual meeting in 
George J. Lochner, Baltimore Associa- June the following officers were elected for 
tion of Credit Men; Paul Millians, Amer- a one-year term: Chairman—Jack Parker, 
ican Credit Indemnity Co.; Howard Mi- Spitzer Electrical Co.; Vice Chairman— 
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B. L. Wiles, Albuquerque Gas and Electric 
Co. ; Treasurer—Guido Giomi, Albuquerque 
Natl. Trust and Savings Bank. 

Edward Hackman, Hoch’s 48th Star 
Mills, and O. W. Lasater, Gross, Kelly & 
Co., were elected to the Board of Gov- 
ernors for a two-year term. 

Board members now serving their second 
year are: C. E. Blue, New Mexico Tank 
and Culvert Co.; J. J. Hayes, Crane O’Fal- 
lon Company. 

Retiring Board Members are: Ted Diek- 
man, New Mexico Paper Company; Bob 
Elder, Albuquerque Natl. Trust and Sav- 
ings Bank; J. Bryan Stephenson, Linder 
Burk and Stephenson. 

Joe Ruvolo, Sunny State Distributing Co. 
and retiring Chairman of the Board, pre- 
sided at the meeting. 

Short talks were made by: J. L. Vance, 
Sec.-Mgr.; Miss Annie Porter, Santa Fe 
Builders Supply Co.; Lillian Dolde, Pres. 
of the Credit Women’s Club. 

Wilmot Duplentis reported on the As- 
sociation’s Educational Program and H. V. 
Vance reported on the Association’s prog- 
ress during the past year. Errett Van 
Cleave, National Director, described the 
National Convention recently held in New 
Orleans and business prospects in general. 

Wm. B. Johnson entertained the meeting 
with a discourse on “How Not to Make a 
Public Speech.” He followed this with a 
most instructive talk on “Salesmanship in 
Credits.” 


C. H. Sondhaus is chosen 
San Francisco President 


San Francisco—The Credit Managers 
Assn. of Northern and Central Calif. held 
its annual meeting on June 19, followed 
with a Board of Directors meeting on June 
30. New officers have been chosen to 
guide the association during the current 
year and chairmen of standing committees 
have been appointed early so that commit- 
tee organization will be completed before 
the end of the summer. 

Succeeding D. M. Messer as President 
of the association is C. H. Sondhaus of the 
National Lead Co., who last year served 
as Vice President. J. S. Ferns, of the Col- 
gate Palmolive Peet Co., was reelected as 
one of the association’s Vice Presidents 
and J. F. Jensen was likewise elected 
Treasurer. Mr. Jensen is with the Golden 
State Company, Ltd. Replacing Mr. Sond- 
haus in the Vice Presidency which he 
vacated is A. I. Hermann of the Union 
Lumber Co. Mr. Hermann served during 
the past year as a director of the associa- 
tion. O. H. Walker continues as Secre- 
tary-Manager of the organization which 
has general offices in this city and affiliated 
offices in Fresno and Sacramento-Stockton. 


Cauley, Toledo, resigns 


Toledo—Daniel Cauley, who for the past 
few years has held the post of Secretary- 
Manager of the Toledo Association of 
Credit Men, resigned early in July. The 
post is being filled by C. Howard Saberton. 
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Hughes named Manager of 
Portland’s Estates Dept. 


Portland, Ore—M. S. Hughes was re- 
cently appointed Manager of the Estates 
Department of the Adjustment Bureau of 
the Portland ACM, succeeding G. W. In- 
gram, who died in April. Mr. Ingram 
was affliated with the Bureau for over 
23 years. 

Mr. Hughes was associated with the or- 
ganization for several years prior to 1936, 
leaving it to become credit man for the 
Portland area with the General Motors 
Acceptance Corp. Then he became spe- 
cial collection manager for the firm in 
Spokane, following which he resigned to 
join the Vancouver Evening Columbian of 
Vancouver, Wash., where he held the post 
of Credit Manager and then was trans- 
ferred to the Advertising Dept., in which 
he was in charge of many large accounts. 
Mr. Hughes serves under E. W. Johnson, 
who is Executive Vice Pres. of the Ad- 
justment Bureau. 


Moran given post 


Chicago—E. B. Moran, NACM Central 
Division Manager, was recently chosen 
Treasurer and Director of the Chicago 
Sales Executives Club. 


Seattle golf 
Journey, Aug. 13 


Seattle—The annual picnic of the Seat- 
tle ACM was held at the Shrine Country 
Club on Lake Ballinger on July 19, with 
a picnic lunch and a long list of games 
and contests followed by dancing in the 
evening. The program was also featured 
by special entertainment sponsored by the 
Seattle Credit Men’s Club. 

The 13th annual golf tournament of the 
Seattle Assn. will be held on Aug. 13. A 
special tournament for the ladies on a 
separate course will provide all-around 
activity while the men’s tournament is held 
at the Sand Point Golf and Country Club. 


Credit Career 





Ralph D. Gregory 


Los Angeles—Prominent among young 
educational leaders on the West Coast is 
Ralph D. Gregory, Chairman of the Credit 
Education Commit- 
tee of the Los An- 
geles CMA. He is 
Sec. and Credit Mgr. 
of Grimes - Stass- 
forth Stationery Co. 
» His firm is a leader 
. in the office supply 
business, and is one 
of the pioneer con- 
cerns of Los An- 
geles, having been 
established in 1870. 
Mr. Gregory has 
been identified with the credit and collec- 





tion field for many years, and joined 
Grimes-Stassforth Stationery Co. in 1931, 

Credit education has long been a hobby 
with Mr. Gregory. For the past several 
years he has addressed the students at Uni- 
versity of Southern California, and The 
University of California at Los Angeles 
on problems of credit management. He is 
a strong believer in the use of modern 
methods in teaching credit principles and 
techniques, and recognizes the necessity of 
cooperation between business men and the 
universities. 

Mr. Gregory is a Zebra and has con- 
tributed to the Association in other ac- 
tivities, having served as Chairman of the 
Stationery and Office Equipment Trade 
Group for two terms. He is in demand as 
a speaker on credit matters, and recently 
addressed the Credit Women’s Club on the 
subject of “Credit Sales Promotion.” He is 
an active member of the NIC, serving in 
an advisory capacity and frequently as 
Master of Ceremonies at the forum meet- 
ings. 


Indianapolis C-men 
ask non-defense cuts 


Washington, D. C.—The July 15 issue 
of the “Congressional Record” carried ex- 
tension of remarks by Hon. Louis Ludlow 
of Indiana in the House of Representa- 
tives. The material was headlined “In- 
dianapolis Association of Credit Men 
Leads the Way Toward Fiscal Reform.” 

The Indiana representative stated that 
“the Indianapolis Association ranks at the 
very top of organizations of American 
business men.” 

He declared that the Credit Association 
has established a goal of two billion dol- 
lars to be cut from non-defense expendi- 
tures of the Federal government. 

The Congressional Record then carried 
a list of over 200 association member-firms 
which have petitioned the Ways and 
Means Committee to support a reduction 
of non-defense expenditures. 

In this connection, it is noted that an 
editorial on non-defense expenditures by 
NACM Executive Manager, Henry H. 
Heimann, is carried on page two of this 
issue of “Credit and Financial Manage- 
ment.” 


C-women hold outing 


Binghamton—The Triple Cities Credit 
Women’s Club staged the first of a series 
of three summer ottings at Agfa Lake 
on July 17. The occasion featured bath- 
ing, soft ball and other games and a din- 
ner around the camp fire. 


C-men hold joint frolic 


French Lick, Ind.—The week-end frolic 
of the Louisville CMA and the Lexington 
CMA was held here on July 19. Credit 
executive members of the two bodies spent 
the day at the French Lick Springs Hotel 


. and enjoyed golf on Saturday afternoon, 


as well as a bridge tea, followed by din- 
ner and dancing, with the return home 
scheduled on Sunday afternoon. 
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Credit Cards Speed 
Deliveries at Yards of 
Big Rock Company 


(Contd. from p. 6) involved in the 
transaction. Arriving daily from the 
various branches and plants, these re- 
ports are checked immediately. Any 
tendency to pyramid credit purchases 
at a number of branch plants can thus 
be spotted immediately, and if this 
involves extraordinary risk be given 
the necessary attention in our credit 
department. 

The yardman attached to each yard 
or bunker must exercise special cau- 
tion to spot any possible misuse of the 
credit card by any individual other 
than the one designated by the cus- 
tomer. He has the advantage of 
knowing many of our customers by 
sight, which simplifies his task. Us- 
ually he takes the precaution of noting 
license numbers of trucks used by cus- 
tomers’ representatives, checking this 
item of information whenever he 
makes a sale. From the credit de- 
partment he receives “stop credit” 
notices and other information when 
credit cards are cancelled. 


How Yardman Helps 


[X view of the fact that the yardman 

frequently deals not directly with 
the customer but with the latter’s em- 
ployee, he must exercise discretion 
in all matters connected with credit, 
especially when he has been instructed 
to discontinue credit. In such cir- 
cumstances it is customary to suggest 
to the truck driver that his employer 
get in touch with the credit depart- 
ment. In the meantime, it is custo- 
mary for our representative to allow 
the current charge to go through. 
Needless to say, our company’s rep- 
resentative at the branch yard or 
bunker is instructed under no circum- 
stances to discuss the condition of the 
account with the customer or his em- 
ployee. 

Thus far we have given no pub- 
licity to the credit card practice, nor 
have we attempted to apply it to more 
than a hand-picked group of accounts. 
Nevertheless, we do from time to time 
receive requests from some of our 
customers for extension of the credit 
card privilege. They have heard 
about it from others of our customers. 
This presents a ticklish situation 
which we have learned to meet tact- 
fully. The applicant is usually re- 
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quested to fill out a special application 
form which we have designed for the 
purpose. In addition to information 
of a personal nature the applicant is 
required to furnish a great deal of 
credit data, with names of firms with 
whom he has had credit relations, 
banking references, and so forth. 
Among other items he is required to 
estimate his monthly credit require- 
ments. 


Latin American 
Credit Survey 


(Contd. from p. 33) markets sur- 
veyed is evaluated on the collection 
index as being “Slow” or “Very 
Slow’ based upon the comments re- 
ceived from members of the Foreign 
Credit Interchange Bureau who 
kindly furnished their information. 
Twenty of the markets under survey 
showed an improvement on the col- 
lection index, and four showed a de- 
cline, but in all four instances this de- 
cline was very slight. 

Prompt: British Possessions, Peru, 
Puerto Rico, Argentina, Panama, 
Mexico, Uruguay, Cuba, Brazil, 
Netherlands Possessions, Domini- 


Should 


COST 1. you 


primary consideration in 
purchasing fire insurance 2 


F low cost is combined with proper 
security and prompt service—then 


it becomes a major factor. 


We have saved our policyholders a 
total of $2,601,925—and we can save 
money for you. Our 20% dividends 
over a period of years are substantial 


proof of this statement. 





can Republic, Haiti, Guatemala, 

Colombia, Ecuador, El Salvador, 

Chile, Venezuela, and Bolivia. 

As of July, 1940, nineteen coun- 
tries were included in this classifica- 
tion, and in January, 1941, fifteen 
countries warranted the classification 
of “Prompt.” In the current survey, 
nineteen markets again warranted this 
classification with an upward trend in 
the collection index registered in sev- 
enteen, and a downward (very slight) 
trend in two. Venezuela and Bo- 
livia have made a sharp recovery on 
the collection index, moving from 
their previous classification of “Slow” 
to “Prompt.” Venezuela showed the 
greatest gain in the collection index 
of twenty-eight points. 

Fairly Prompt : Costa Rica, Paraguay, 
French Possessions, Honduras and 
Nicaragua. 

Costa Rica is a newcomer to this 
group, moving down from its previous 
classification of “Prompt.” French 
Possessions, Honduras and Nicaragua 
all showed an improvement on the 
collection index, sufficient enough to 
move up on this survey from their 
previous classification of “Slow.” 
Slow : None. 

Very Slow: None. 
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(From p. 30) pation of tax pay- 
ments. There are two objections 
which must be considered : 


Low Incomes Must Pay 


Fikst, it is held that the burden 

would be too great on the low 
income groups. My answer is that 
these groups cannot escape a share 
of the burden. A serious price in- 
flation would be a far greater burden 
than my tax, and my tax is the best 
assurance we can provide against the 
greater burden of inflation, for it will 
keep borrowing at a minimum. A 
minimum of debt increase is our best 
cushion against burdensome taxes 
and general economic disaster in the 
post-defense years. 


The second objection is that col- 
lection will be difficult in the case of 
farmers, the professional groups, and 
other self-employed persons. This is 
the reason given by Mr. Sullivan for 
rejecting the tax on gross incomes. 
But he did not explain how the farm- 
ers would be reached by the present 
federal tax, nor did he realize, ap- 
parently, that the present net income 
returns would provide an adequate in- 
formational check on the gross per- 
sonal incomes of the self-employed. 
It is true that collection at source can- 
not be used in such cases, and that a 
system of individual returns will be 
necessary. The Treasury has no con- 
cern over the prospect of 8,000,000 


“Freezing Control” 


in Domestic Trade 


(Cont. from p. 15) are possibly mem- 
bers of the Foreign Credit Inter- 
change Bureau of the National Asso- 
ciation of Credit Men which Bureau 
has helped considerably to clear up 
quite a bit of confusion which orig- 
inally existed with reference to the 
regulations issued under this order. 
Their Weekly Bulletin is sent to all 
members and contains a summary of 
discussions and opinions obtained 
from reliable sources. Perhaps a dis- 
cussion of the matter with your Ex- 
port credit manager regarding his 
problems would also help domestic 
credit men in handling transactions 





























































Paying for National Defense 


additional small income returns under 
the present income tax, but it regards 
the matter of individual returns under 
my tax as an insuperable obstacle. 

In conclusion, I can only set down 
in the briefest summary form without 
comment, some final points: 

(1) There should be no exemp- 
tions or deductions. 

(2) I have proposed a rate of 10 
per cent, in view of the urgent need 
of revenue. 

(3) The existing federal taxes 
must be kept, but their rates should 
not be changed. Computation of net 
income tax should begin with the in- 
come actually received after deduc- 
tion of the gross income tax. 

(4) Finally, in order to minimize 
both the taxation and the borrowing, 
the non-defense expenditures should 
be drastically reduced. The National 
Economy League has just proposed 
possible budget reductions below the 
original estimates for the fiscal year 
1941-1942 totalling $1,580,000.00. 
Many persons were shocked by the 
Senate action in adding some $400,- 
000,000 to the farm subsidy. This 
was shocking, but the really scandal- 
ous part was the original proposal to 
spend upwards of a billion on this 
purpose at this time. Every dollar 
that can be spared from the non-es- 
sential public expenditures at this 
time is a dollar available for defense 


‘without adding to the total of the 


public debt. 


with firms who might be affected by 
the requirements of the order. 

Under the regulations every person 
in the United States having property 
(see definition in Executive Order 
#8389) in which any foreign country 
or national thereof had any interest of 
any nature whatsoever is required to 
file a report on form “TFR 300” on 
or before August 30, 1941. One list 
to show such property held on June 1, 
1940, another list to show property 
held on June 14, 1941. 

Further information regarding re- 
ports to be filed and copies of forms 
may be obtained from your local bank 
or from any Federal Reserve Bank. 

* * * 


In the enforcement of this order it 
is believed that the credit department 





and its staff can be of considerable as- 
sistance to anyone in its organization 
due to the fact that reports containing 
the necessary information as to na- 
tionalities are available in the Credit 
Department’s files which have been 
accumulated in, most cases, over a 
number of years. Therefore, you 
should cooperate with the other De- 
partments in your firm and notify 
anyone who you feel is interested in 
the nationality of your customer upon 
determining whether or not your cus- 
tomer is affected by this Executive 
Order. 

An important Penalty Clause has 
been inserted in the Freezing Control 
Order to the extent that whoever 
willfully violates any provisions of 
the Order is subject to a fine of $10,- 
000.00 or ten years’ imprisonment 
upon conviction. Due diligence, 
therefore, should be ‘taken by the 
Credit Department to determine fully 
the effect of this order as it applies 
to ordinary business transactions. 

To date over fifty general licenses 
have been issued since the original 
order became effective which have 
helped simplify a great many transac- 
tions which would have originally 
been subject to specific or. special li- 
cense. In view of this it is believed 
that those firms who will be subject 
to special licenses, according to the 
Treasury Department, will be in the 
minority. Credit men, therefore, 
should be particular to see that any 
transactions with firms so affected are 
handled properly and in accordance 
with the requirements of our Govern- 
ment. It is recommended that you 
keep informed regarding present reg- 
ulations and arrange with your local 
Federal Reserve Bank to have them 
place your name on the mailing list 
so that you can obtain copies of any 
new amendments to the Freezing 
Control Regulations as they are is- 
sued. 





So’s Your Old Man 

Two truck drivers were all snarled 
up in the traffic at the intersection at 
West Broadway and Chambers Street, 
New York City. One of the drivers 
lost his temper and yelled at the other 
one: “Why don’t you look where 
you're going, you great, big, cross- 
eyed, bowlegged, knock-kneed, son of 
a blankity blank, blank! blank! 
blank!! * * * pie-eyed dumbbell !!” 
The other driver smiling sweetly said, 
“You're nice looking, too, buddy.” 
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New Bond Law 
on Supply Contracts 


S. 1059 entitled, “A bill to ex- 
pedite the national defense by 

y clarifying the application of the 

act of August 24, 1935 (49 Stat. 
793), as to the requirement of manda- 
tory performance and payment bonds 
in connection with supply contracts,” 
has been passed by Congress and 
signed by the President. 

It provides: “That the act of Au- 
gust 24, 1935 (49 Stat. 793), may, 
in the discretion of the Secretary of 
War and the Secretary of the Navy 
be waived with respect to contracts 
for the manufacturing, producing. 
furnishing, construction, alteration, 
repair, processing, or assembling of 
vessels, aircraft, munitions, material, 
or supplies of any kind or nature for 
the Army, or the Navy, regardless 
of the terms of such contracts as to 
payment or title: Provided, That as 
to contracts of a nature which at the 
date of passage of this act, would have 
been subject to the provisions of the 
act of August 24, 1935 (49 Stat. 793) 
the Secretary of War or the Secre- 
tary of the Navy may require per- 
formance and payment bonds as pro- 
vided by said act.” 

In previous years the Association 
has gone on record in opposition to a 
system of salaried referees not be- 
cause the Association opposed the 
premise, but because sufficient study 
had not been given to practical ways 
and means of making the change. It 
now appears that a system of salaries 
for full time referees has been made 
feasible by H. R. 4394. This Bill 
represents careful, thorough and com- 
plete study of the subject by all hav- 
ing to do with Bankruptcy Adminis- 
tration. 


Newark announces 
defense essay contest 


Newark—The New Jersey Chapter, 
NIC, has announced a competition open to 
any member of the New Jersey ACM, 
the New Jersey Credit Women’s Club, or 
the local Chapter. A prize of $10 is of- 
fered for the best essay of not more than 
1,000 words on the subject: “How Can 
the Credit Executive Best Handle the 
Problems Created by the Defense Pro- 
gram ?” 

All essays must be received by Sec. 
William H. Whitney of the N. J. ACM 
not later than October 1. 

The winning essay will be published in 
“CREDIT AND FINANCIAL MANAGEMENT’ 
m the issue following the announcement 
of the winner. 


Credit and Financial Management . 


a 


The Business 
Thermometer: 


Sales of wholesalers advanced 32 per- 

cent in June over the same month a 

\ year ago, according. to an announce- 
ment released today by J. C. Capt, 
Director of the Census. This 32 percent 
gain exceeds all previous year-to-year 
gains recorded by this series during the 
past five years, except the May 1941 record 


Position Open 


An Illinois organization, operating 
retail lumber and fuel yards, seeks a 
credit man of mature years to work 
at contacting customers with past due 
accounts. He would have his own 
car and would be allowed car expense. 
Salary—$125 per month. 

If interested, please communicate 
with Box 8-HA, Credit and Finan- 
cial Management, One Park Ave., 
New York. 


Akron elects officers 


Akron—At the annual meeting and golf 
tournament of the Akron ACM held at 
Sleepy Hollow Country Club, July 12, 
the following new officers were elected: 
Pres—E. W. Alexander, Summit Whole- 
sale Grocery Co.; Vice Pres.—R. R. Hos- 
kins, National Rubber Machinery Co.; 
Sec.-Treas—E. E. Heinton, Bruner- 
Goodhue-Cooke-Cranz, Inc. 


Badgerites Meet in October 


Oshkosh—The Wisconsin State Con- 
ference of credit executives will be held 
in Oshkosh around the middle of October. 
Present plans call for this one-day con- 
clave to be held on either the 14th or 15th. 
Definite announcement will be made later 
together with information as to speakers 
and other program details. The program 
committee has already decided, however, 
to have four feature addresses. 


Whitney Mentions N.A.C.M. 


New York—Cornelius Vanderbilt Whit- 
ney, Chairman of the Board, Pan American 
Airways System, opened his broadcast on 
July 15 over the network of the Columbia 
Broadcasting System with this sentence: 
“Several weeks ago I spoke in New Or- 
leans as a guest of the National Associa- 
tion of Credit Men...” 

Mr. Whitney was one of the featured 
speakers at the New Orleans Credit Con- 
gress of the NACM in May and an ar- 
ticle based on that talk was presented in 
the July issue of “Crepir aND FINANCIAL 
MANAGEMENT.” 
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which was also 32 percent. ‘These gains 
in the second quarter of the year brought 
the. record for the six-month period up to 
a 26 percent gain over the first half of 
1940. The first quarter had ended 21 per- 
cent ahead of the first 3 months of 1940. 
Sales of 24,094 independent retail stores 
amounted to 18 percent over a year ago 
for both the month of June and the year 
to date, according to another monthly 
survey of the Bureau of the Census. 

In connection with this monthly study 
conducted jointly by the National Associa- 
tion of Credit Men and the Bureau of the 
Census, 2845 wholesalers, representing all 
parts of the country, reported dollar sales 
amounting to $272,210,000 in June, which 
were 1 percent below May 1941. 

For the first half of 1941, all of the 35 
kinds of business reported sales to be 
higher than during the same period of 
1940. Led by wholesalers of metals with 
a 78 percent rise, all durable goods lines 
reported distinct increases, a trend in- 
dicated by the monthly data in previous 
issues of this report. Beginning with this 
issue, the Bureau of the Census will pub- 
lish each month the year-to-date compari- 
sons of trends in sales. 

The cost value of inventories on hand at 
the end of June for 1,693 wholesalers rose 
1 percent from the beginning of the 
month, and was 20 percent over June 30, 
1940. The gains of 1 percent during 
April, May and June contrast with the 
decreases usually occuring during these 
months. The increase over a year ago 
is the largest recorded by this series dur- 
ing the three years during which these 
data have been collected. The ratio of 
stock to sales of 144 for June 1941 is, 
however, sharply under the figures of 167 
for June 1940. 

Collections on accounts receivable for 
2,266 wholesalers were more favorable in 
June of this year than those reported by 
these same establishments for June 1940. 
Collections during June equaled 78 per- 
cent of accounts receivable as of June 1. 
compared with collection percentages of 74 
for June 1940 and 79 for May 1941. Con- 
tinuing to reflect recent expansions in sales 
volume, accounts receivable were 28 per- 
cent greater on June 1, 1941, than at the 
same date in 1940, and 4 percent higher 
than on May 1, 1941. 

Detailed figures are presented in the 
following tables in summary for the 
United States and, insofar as the data 
permit without disclosing individual op- 
erations, by geographic divisions. 


Turn to Page 40 for tables 
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WHOLESALERS: accounts receivable and collections, June 1941 


















‘ollection Percentages* Accounts Receivable 
Percent change 
Number of As of 
Kind of Business ms J uae — June 1941 from — 2 — 
reporting 1941 June (000’s) 


Automotive supplies......................-- 
Chemicals (industrial) ....................+- 
COMI INE, DIMINID, o 6 o.05.000 0000500000 0000 
Clothing and furnishings, except shoes... .. 
Shoes and other footwear.................... 
SASES ECE h EE sue seuchea seeds boebhbsacsx~ase 
Drugs and sundries (liquor excluded) ......... 
(SL i RA a a , 
OS ERE SEE ee 
Dairy and poultry products................ 
Fresh fruits end wegetables............0c0.00. 
Ee ce ck dgteneewess 
Furniture and house furnishings.................. 
Groceries and foods, except farm products...... 
Full-line wholesalers......................-- 
Voluntary-group wholesalers................. 
Retailer-cooperative warehouses............... 
Specialty lines......... eeReens he uteuawes 
Confectionery. . isi SSs bu whean eda ke sawens 
Meats and meat: products ; canes Nes 
Wines and liquors........ ce erncmns biG 
Total hardware group... 
General hardware. 
Industrial supplies. . . * 
Plumbing and heating supplies. 
ee ; 
Optical goods............... a 
Lumber and building materials......... 


Machinery, equipment and supplies, except electrical. ... 


Surgical equipment and supplies........... : 
A eS AER 
Paper and its products 
in es sn 
Tobacco and its products : 
Leather and shoe findings.......................... 
olsen bb bane sseecadekbaenh* 










1940 








147 68 52 68 +18 +2 $4,314 
19 89 72 85 +20 +t 1,078 
32 54 48 52 +22 +10 1,765 
42 54 49 55 +15 —7 2,390 
28 52 49 = +30 <2 11,396 
12 85 67 8 +46 +: 2,207 
53 76 70 78 + § —1 6,894 
101 50 44 50 +23 + 2 23,375 
309 7$ 77 80 +56 + 8 43,103 
18 122 117 126 +14 + 5 1,445 
60 141 134 147 + 1 + 9 1,162 
6 80 > : Hf —24 837 , * 
54 55 2 > + 6 10,201 \ 
475 100 96 100 +12 + 3 40,977 ‘ 
233 = 88 = To + 1 16,253 . 
129 00 96 +10 + 3 15,389 
17 183 184 171 +18 -3 1,786 
96 102 95 101 +20 + 6 7,549 
14 72 68 74 +11 + 1 388 
86 160 157 173 +27 +16 13,311 
16 130 = - bi Tt 160 
31 79 7 + + 5,048 
357 64 58 64 +39 +3 58,223 
131 59 54 60 +27 +4 38,030 
114 79 71 80 +56 + 4 11,162 
112 66 61 66 +43 +2 9,031 
= 23 = 22 7 + : 5,162 
2 67 5 65 + — 341 
34 72 74 76 +26 + 8 3,644 
55 64 59 65 +42 +7 5,518 
26 54 51 53 +17 +3 1,121 
27 99 85 104 +65 + 2 4,012 
82 71 65 69 +16 +4 6,321 
6 133 125 131 +23 + 6 1,039 
88 117 118 117 +8 +1 6,104 
8 47 41 52 +4 +3 183 
28 93 85 110 +27 + 2 4,074 
2,266 78 74 79 +28 +4 $265,793 


* Collection percentages are obtained by dividing the collections by accounts receivable for an identical group of firms. 


+ Less than 0.5 percent. 


WHOLESALERS’ sales and inventories, June, 1941 


Kind of Business 


r 


sales 1940 | 


Automotive supplies.............. 

Chemicals (industrial). . y Pace arabwoe ks 
NE OO so ones kcbe:s060000~ 
Clothing and furnishings, except shoes. . 

Shoes and other footwear.................... 


Drugs and sundries Glquer excluded). . oo ak ibe 
EIT MIE anne sssosannypss bornssecn en ossssebes erent 
PELE Se ee 
Dairy and poultry products......................... 
Fresh fruits and vegetables..............2........... 
DEER SUDDIINB. 0.6.000 000000025 EEESkehbiewnnnhaxatsncen 
Furniture and house furnishings.................... 
Groceries and foods, except farm products........... 

Full-line wholesalers#.........................5. 

Voluntary-group wholesalers........ sabe Ree 

Retailer-cooperative warehouses. ..... ee 

MR Soon s ps0 ne Censbabdtges ss eee 
ee A haat kc ise sane sueesane ete 
Meats and meat products......................00005 
Ne ne Race hed ask Mase ans ieee 
re ending 
Liquor department of other tradesf...... 
Total hardware group................. 

General hardware................. 

Industrial supplies............... 

Plumbing and heating supplies. . 
Co oun Geel bo oekcwchs iets s , 
SO eR eee Se lesa 
tnadeene and building materials..................... 
Machinery, equipment and supplies, except electrical 
Surgical equipment and supplies 
DCL inne koehieih GhU8 Vales fkwsss) s0cs 5000 
Paper and its products.................. 
SR Cliath UE cll adi ch y's Ruban ie bu sie DAs's embed 
Tobacco and its products..............%.....ceceeees 
LAO I OD DIED s 6 0:00 00 0.00sssevecvensescecs 
ee caked See tineus > sexes bhseannt 





#Not affiliated with voluntary or cooperative groups. 


5 percent. 








Sales—Current Month ae Inventory—End-of-Month (At Cost) ———, 
Percent change Percent} Percent change 
- mae June 1941 from <a ponas oy pe June 1941 from | J om. 
eporting} june } May | (000’s) | Mos. | (000’s) |Teportine 
1941 1940 stocks 
181 +40 +4 4,614 +20 30,070 —2 
19 +48 + 2 1,010 +39 10,469 +12 
65 +43 + 3 3,280 +32 16,612 —3 
49 +35 —33 1,423 +44 18,588 +9 
31 +64 —16 11,608 +41 79,267 +21 
12 +72 —9 1,823 +34 11,576 ~ 
128 +13 —3 17,186 +10 118,767 +3 
111 +56 +4 13,165 +27 76,225 +5 
340 +61 —1 38,156 +59 227,840 —2 
21 +29 —4 2,134 +10 13,451 +30 
78 +15 +10 4,735 +8 26,198 +6 
9 +18 —64 254 +16 4,828 — 
65 +56 —7 6,581 +36 47,529 —1 
627 +12 —2 52,233 +11 370,170 +1 
332 +12 —1 20,475 +10 147,731 —t 
157 +9 —1 19,441 +9 137,519 —1 
23 +15 —4 3,845 +15 22,942 +7 
115 +18 —§ 8,472 +13 61,978 + 6 
23 +8 +2 382 +11 3,476 —1 
98 +38 + 3 22,884 +22 131,302 +2 
37 +1 +7 722 +6 2,833 —1 
34 —l4 —t 4,906 +14 29,094 +10 
39 —l4 —3 4,549 +14 26,053 oo 
382 +51 +4 44,189 +47 259,906 —t 
142 +41 +2 26,179 +36 146,928 —1 
127 +76 +5 10,860 +68 79,202 +3 
113 +63 +12 7,150 +56 33,776 —4 
38 +651 —10 1,797 +41 12,041 +8 
24 +38 +9 "299 +18 1,997 +2 
36 +31 —3 »746 +47 20,515 - 5 
64 +66 —4 4,458 +56 27,034 —3 
27 +36 +9 706 +14 6,723 0 
29 +97 +3 4,171 +78 36,892 +1 
94 +26 —ft 5,216 +18 40,060 +5 
8 +35 +8 1,529 +4 52,393 +15 
139 +t —2 10,265 +4 80,716 +2 
9 +50 —1 187 +12 1,058 _— 
28 +41 —5 5,002 +30 31,160 —2 
2,845 +32 —1 $272,210 | +26 [31,814,843 1,693 


*These stock-sales ratios are percentages obtained by dividing stocks by sales for an identical group of firms. —Insufficient data to show separately. 
tLess than 0. TChiefly of the wholesale drug trade. 
















































PRIPERTY OF 
pRINCETON UNIVERSITY LIBRARY 


RECEIVED SEP 12 1941 


What! No Cash Book? —4 Credit in an Advancing Market — 7 CHECK & PASS 
Commercial Credit Analysis — Part V—10 First Credit Institute — 13 


-S. Regulations on Instalment Sales— 18 Did I Handle That Order Correctly? — 26 
: How to Get National Defense Contracts — 17 : 7 | 





IN 1891 


Benjamin Harrison was president of the United States. 
He was nominated by the Republican party in 1887 and 
defeated Grover Cleveland, Democratic candidate. In 
1891, the third year of his term, the armored cruiser 


“New York” was launched at Philadelphia. 
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The “New York,” authorized by Act of Congress in 1888, and of 8,900 tons displacement, 
was the flagship of Admiral Sampson during the Spanish-American War. 
@ In 1891 the Queen Insurance Company dustrial development and has made no- 
of America was incorporated in New _ table contributions to the rebuilding of 
York State. For fifty years it has been population centers devastated by confla- 


closely identified with the country’s in-  grations, windstorms and other disasters. 


NEW YORK 


Baal PE abet ns RE AIR dn UMNO CT tn Bb S$ NIG BS ee RA AN BREA IE Ct 80 oe 





